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Tue central thesis which this paper will seek to justify can be quite 
briefly asserted. We shall argue that the familiar “‘ general equilibrium of 
production and exchange ” cannot be properly regarded as a configuration 
towards which a hypothetical perfectly competitive economy would gravitate 
or at which it would remain at rest. We attempt to support this assertion by 
showing that the activity required of entrepreneurs would require a certain 
minimum information; that the availability of such information is a function 
of the nature of the economic arrangements or system postulated; and that 
the conditions necessary for adequate information are incompatible with 
perfect competition. 

These conclusions, even if accepted, may be regarded by many as of little 
importance, on the grounds that the perfect competition model is known to 
correspond very imperfectly to reality. Nevertheless, its use as an analytical 
instrument is very widespread, both in positive analysis and by virtue of its 
normative significance as a Pareto Optimum.! While the disturbing effects 
of indivisibilities and external economies may be freely admitted by all 
writers, it is commonly assumed that, in the absence of these factors, there 
would be a tendency to move towards, or at any rate to remain in, general 
equilibrium. In denying this belief, we shall concentrate on the informa- 
tional aspect of economic systems, the importance of which in the analysis of 
group equilibrium is not confined to perfect competition. 

The function of the equilibrium concept in economics is to enable us to 
say what particular activities will be undertaken in response to certain 
postulated conditions. The association between these may take a strong or 
a weak form; we may assert either that the activities would ultimately be 
undertaken or merely that, if undertaken, they would be persisted in, pro- 
vided, of course, that the specified conditions do not change. Our ability 
to forge these connections derives from the use we make of the idea of com- 
patibility; we argue that no activities will be undertaken or maintained 
unless they are compatible, first, with the particular constraints imposed 

1Vide G. Stigler, ‘‘ Perfect Competition, Historically Contemplated,”’ Journal of Political 
Economy, February 1957. ‘‘ Today the concept of perfect competition is being used more widely by 
the profession in its theoretical work than at any time in the past. The vitality of the concept is 


strongly spoken for by this triumph.” 
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by the assumed environment, and, secondly, with the objectives of the 
agents. 

It is obvious that no direct connection can exist between objective condi- 
tions and purposive activity; the immediate relationship is between beliefs 
about relevant conditions and planned activities which it may or may not 
prove possible to implement. Only those activities will be planned, we 
assume, which are compatible both with the agent’s objectives and with the 
opportunities he believes to exist. In certain situations only one projected 
course of action may meet these conditions. The simplest way to proceed 
from here to the establishment of relationships between objective conditions 
(as opposed to beliefs) and actions (as opposed to plans) is by assuming that 
the agent has full information. We, the model builders, postulate an agent 
with certain objectives and opportunities from which we can deduce the 
course of action which would be best for him; by then assuming that he is 
fully acquainted with the “‘ determinants ”’ of his choice, and that he will 
pursue his objectives, we convert our system into a model of behaviour in 
response to given conditions. The ordinary account of consumers’ be- 
haviour is clearly of this kind; we can recognise that our model is no more 
than an incarnation of the logic of choice. What the agent needs to know 
are the conditions of the allocation problem as laid down by the model 
builder. What we may call the “informational requirements” of the 
model are simply that the agent have knowledge of the determinants of the 
equilibrium (e.g., preferences, prices, income, etc.); if this is so the equili- 
brium activities will be immediately undertaken and persisted in so long as 
the determining conditions remain unchanged. For all simple models 
constructed in this way the informational requirements are the same; they 
cease to hold good, however, when we pass from the equilibrium of an 
individual to that of an interrelated group.’ 

It seems clear that a sufficient condition for a group, or for a system as a 
whole, to be said to be in equilibrium, is for all the component units in- 
dividually to be in equilibrium. The condition, however, should not be 
regarded as necessary, for stability in the aggregates (e.g., levels of output) 
by which we describe the system might be maintained without stability in 
the contributions of individual units. Nevertheless, we shall concentrate 
our attention on the more obvious possibility, and assume that group 


1 All models of individual equilibrium are not of this simple kind. Though full information is a 
sufficient condition for attaining the equilibrium, it is not necessary. All that is required is, first, 
that the man should believe a particular action to be optimal and, secondly, that the process of 
carrying it out should provide no information which is inconsistent with, or would cause him to 
doubt, his belief. By and large, however, economists have concentrated on the case where equili- 
brium is secured because beliefs are actually correct, though attention has also been given to 
hypothetical constructions in which the execution of a plan formed on the basis of inadequate in- 
formation brings new evidence to light, so that full information, and therefore equilibrium also, are 
obtained gradually by a process of trial and error. What concerns us is to note that in no case can 
we identify equilibrium activities without reference both to objective conditions and to states of 
belief. 
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equilibrium is reached when individual equilibrium is universal. This 
implies, as we have seen, first, that everyone believes his projected activities 
to be optimal, and, secondly, that their implementation goes according to 
plan, so that there is no reason for changing them. In the case of the isolated 
individual we could regard this latter condition as met, provided his esti- 
mates of the given external conditions were not contradicted by the evidence 
brought to light in the execution of his plan. These external conditions 
were viewed impersonally as fixed opportunities and restrictions, and no 
attention was paid to the activity of others which lay behind them. Now 
that the activities of related individuals are being considered explicitly, 
however, it is important to draw a distinction between two different kinds of 
conditions which any agent has to attempt to estimate. By “‘ primary 
conditions ’’ we shall mean the technical possibilities of production and the 
existing state of consumer preference; ‘‘ secondary conditions ’’ will refer to 
the relevant projected activities of other people in the system, of customers, 
competitors and suppliers. It will be convenient to refer to information, 
or to uncertainty, as primary or secondary according to whichever of these 
it is related. This terminology is meant to convey no difference in the im- 
portance of these two kinds of conditions; a distinction is made between 
them because of the different ways in which information about them has to 
be obtained. 

Now if a plan is to be carried out as intended, the estimates on which it 
is based must not be contradicted by events; this will be ensured in the most 
obvious way if the estimates are correct. The agent must therefore have 
adequate primary information about his own preferences and the more or 
less technical relationships to which his plans cannot run counter, as well as 
adequate secondary information about what other people, whose actions 
concern him, may or may not do. From the point of view of an observer 
external to the system (as opposed to an agent within it) this requirement can 
be put in slightly different terms by saying that the activities of all agents 
must be compatible both with primary conditions and with each other. 

With these considerations in mind, let us now examine the celebrated 
attempt to identify a general equilibrium of production and exchange under 
perfect competition. Perfect competition is a hypothetical system charac- 
terised, as is well known, by the existence of many buyers and sellers of 
homogeneous commodities and by the absence of any artificial restraints on 
their activities—a condition sometimes referred to as perfect mobility. Most 
writers also recognise that these buyei's and sellers must have certain neces- 
sary information, but this requirement is usually left obscure,! and its re- 
lationship with the other conditions of the model is not examined. Given 
perfectly competitive conditions, an equilibrium pattern of economic 
activities is identified and made to depend on external conditions repre- 
sented by the preferences of individuals, the endowment and original distri- 
? For a notable exception, see F. A. Hayek, “‘ Economics and Knowledge,” Economica, 1937. 
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bution of resources, and the state of technique. We shall now briefly state 
its properties in terms of a simple objective description of the activities 
pursued and their relationship to the “‘ fundamental determinants ”’ of the 
system; any reference these activities might have to the wishes or intentions 
of those engaged in them will be postponed. 

The equilibrium configuration has two kinds of special properties, the 
first relating to the situation in which each individual unit finds itself, the 
second to relationships between the aggregate levels of the activities in which 
they are engaged. Every consumer has an expenditure equal to his income 
and a pattern of consumption such that his marginal rate of substitution 
between any two goods is equal to the ratio of their prices, which are the 
same for all. Each producer can be observed to be producing as efficiently 
as possible, given the state of technique, and the price paid to any of the 
factors of production is equal to the value of its marginal product in that use. 
These conditions suggest optimality; the others, consistency. The aggre- 
gate current production of each commodity is neither more nor less than is 
used either by other firms or in final consumption. (We avoid saying simply 
that supply and demand are equal, for this would involve a reference to plans 
and expectations which are not to be introduced at this stage.) All scarce 
resources are likewise fully employed, and the expenditure of any individual 
is equal to the income derived from the sale of the resources at his disposal, 
as determined by the distribution of skill and property originally assumed.! 

These, then, are the relationships which characterise the perfectly com- 
petitive economy in what is believed to be its equilibrium state. But, as 
has been observed, equilibrium is not secured merely by the existence of a 
particular set of economic activities in themselves, but by their co-existence 
with a particular set of beliefs. Therefore we have to discover what beliefs 
must be associated with the configuration we have described in order that it 
can be regarded as self-perpetuating. One of its properties consisted of the 
correspondence of marginal rates of substitution to relative prices, so that 
consumers were each objectively in an optimum position, provided their 
incomes and the prices of commodities were regarded as fixed and given. 
They would themselves believe their situation to be optimal, and therefore 
have no wish to change it, provided we endow them with certain information 
and beliefs. It would be sufficient to assume that they were fully acquainted 
with their own preferences and with the prices of all goods, and that they 
expected that neither these preferences and prices, nor their income, would 
change in the future. Producers will also wish to persist in the activities the 
configuration allotted to them, if they know all the production possibilities, 
if they know all product and factor prices and expect them to remain the 


1 This account of the conditions of equilibrium is of course loose and inadequate; but, for our 
particular purposes, there is no need for a full elaboration. We shall ignore questions as to the 
* existence ” and “‘ stability ’’ of equilibria, at least in the sense which these terms are used in current 
theoretical discussions. 
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same, and finally, if there is some reason for preventing them expanding the 
current scale of their operations. (The significance of this third and final 
condition, for which the equilibrium of the consumer had no simple counter- 
part, will be developed in due course.) Similar conditions of belief will 
ensure that the suppliers of productive resources are also content with the 
réle they have been allotted. 

The second set of properties of the equilibrium configuration, those con- 
cerned with the consistency of the various component activities, now ensures 
that the plans of consumers and producers can be successfully carried out 
and the beliefs or expectations which formed their basis will be proved 
correct. We are now entitled to say that, in every particular market, 
demand equals supply, in the sense that the aggregate amount which buyers 
plan to buy equals the amount which sellers plan to sell. It seems therefore 
that the conditions of belief required for equilibrium have been established; 
they consist in the possession of primary information about preferences and 
production functions and in the belief as to the permanence of existing prices, 
though it is necessary to add, somewhat untidily, that each producer must 
feel unwilling or unable to raise the level of his output. 

Before examining the value of this conclusion, let us consider whether the 
conditions of belief which will ensure the maintenance of equilibrium 
activities will also ensure their adoption. This question can be interpreted 
in either of two ways. One may ask whether the universal expectation of 
equilibrium prices could produce a direct movement to equilibrium. 
Alternatively, one may ask whether the universal belief that current prices, 
whatever they are, will be permanent, could, through some process of 
successive adjustments, produce a gradual, if indirect, movement to the 
equilibrium. Each of these possibilities must now be considered in turn. 

Let us assume that the existing pattern of output, prices, etc., is not that 
which would exist in equilibrium but that everyone concerned happens to 
expect that the equilibrium prices will rule in the future. Will the system 
move to equilibrium? Here it is important to distinguish between two 
different assumptions which may be made about entrepreneurs. The nor- 
mal assumption, or at any rate the assumption implicit in most treatments, 
is that entrepreneurial skill is undifferentiated, in the sense that no entre- 
preneur can have a comparative advantage over other entrepreneurs in any 
particular line. We shall adopt this assumption first and ‘hen take up the 


1 These conditions, though sufficient, are not necessary. Producers, for example, might be 
content to persist in their current activities if they expected their own output and input prices to 
remain the same, but were unable to form any estimate of the future level of any other prices in the 
system. There are in fact an indefinite number of expectational conditions which would, under 
reasonable assumptions as to human motivation, secure the maintenance of the general equilibrium. 
And though some of them no doubt appear less unrealistic than others, there seems no clear reason 
why any one set is most appropriate. Our concern will be with the way in which expectational 
conditions are commonly introduced into equilibrium analysis, rather than with the merits of some 
conditions in comparison to others. 
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alternative one, according to which no entrepreneurs are alike, there being 
between any two of them differences of comparative advantage in different 
lines of production. 

Under the first of these assumptions it is clear that, given the expectations 
postulated, the actions of any entrepreneur are wholly indeterminate. The 
product and factor prices he expects are such (ex Aypothest) that afford normal 
profits in all lines, and there is no reason why he should choose one rather 
than the other. There is therefore no reason why the equilibrium con- 
figuration should come to be established. The situation is altered, however, 
once we assume the presence of differences in comparative advantage be- 
tween entrepreneurs. If this is the case the equilibrium configuration will 
no longer leave the allocation of output between firms undetermined; for 
each entrepreneur there will be one particular niche in which his income will 
be a maximum. Immediately equilibrium prices come to be expected, 
therefore, all entrepreneurs will move directly to their appointed stations, 
equilibrium will be established and expectations fulfilled. 

We ought now to deal with the second version of our question as to the 
beliefs required to ensure the adoption of equilibrium activities. Will the 
expectation that prices will maintain their current values suffice for our pur- 
poses? Now clearly if current prices have any values apart from those 
appropriate to the equilibrium configuration, any universally held expecta- 
tions as to their continuance will be immediately disappointed and plans 
based on them will prove impossible to fulfil. Equilibrium in this model 
could therefore be shown ultimately to come about only as a result of a 
process in which expectations were continually revised; the execution of 
plans would have to produce a set of prices which were again projected into 
the future and used as a basis for fresh plans and soon. In this way a model 
can presumably be constructed which would exhibit movement to equili- 
brium in a group of related markets, but an examination of the work done 
in this direction would lead us too far afield. There exists in any case a 
fundamental objection, which we must now consider, to this whole ap- 
proach.} 

In order to establish the general equilibrium it was recognised that we 
had to postulate certain beliefs; the universal expectation that prices would 
stay the same was an example of what was required. No attempt was made, 
however, to explain or account for these conditions, which were introduced 


1 There are in fact serious objections to the simple cobweb theorem, let alone a generalised 
version of it. These are discussed in the author’s article, ‘‘ Demand and Supply Reconsidered,” 
Oxford Economic Papers, June 1956. Some of them may be overcome, however, if we are prepared 
to postulate differences in the comparative advantages of entrepreneurs. Needless to say, it is 
unrealistic to assume that current prices will always be projected with certainty into the future, 
notwithstanding persistent disappointment of this expectation; and if we suppose that each 
entrepreneur holds identical expectations as to all prices, we thereby renounce any claim to solve 
the essential problem of decentralised systems—that of how economic order is secured despite the 
fragmentary and diverse character of the information possessed by individual entrepreneurs. 
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; as a deus ex machina in order to convert our postulated set of consistent, 
t optimalising activities into the equilibrium position of a hypothetical syste. 
But are we entitled thus to conjure up expectations as we please? Our 
interest is to establish a cause-effect relation between objective conditions 


$ 

6 and the activities of the group. Although this must come about through the 
l mediation of states of expectation, we are surely obliged to postulate such of 
r these as have some inherent plausibility or can somehow be accounted for 
" within the framework of the model. Expectations are based on information, 


the availability of which, as we shall see, is a function of the kind of economic 
- system or arrangement we choose to assume. They cannot be properly 


li regarded as a wholly extraneous element for which we need have no re- 
r sponsibility. 
lo} It is commonly believed that expectations are satisfactorily taken care of 
merely by assuming their functional dependence on other elements of the 
s, system. Entrepreneurs are represented, as we have seen, as expecting future 
prices to maintain their current level or to be equal, let us say, to some 
Ci average of the values they have attained in the past. Such “‘ rules ”’ for the 
eC formation of expectations may be simple or complex; although they usually 
rt in fact imply unanimity and certainty, and are rarely assumed to be modified 
se by experience, yet these restrictions could presumably be removed. Never- 
a- theless, the propriety of this whole method of approach seems questionable. 
ns We are rightly accustomed to assume that economic agents generally act 
el rationally on the basis of their beliefs; we ought similarly to assume that 
a beliefs or expectations themselves are rational, that they are based, that is to 
f | say, on adequate evidence or information. 
to The special significance of this requirement in the analysis of group 
lel activity has perhaps not been fully appreciated. The availability of primary 
li- information (about technical production possibilities, etc.) does not depend, 
ne in any obvious way, on the kind of system or organisation under considera- 
a tion. If therefore we postulate a certain “state of the arts”’’ or “ given 
p- production functions,”’ we are justified, for most purposes, in simply assuming 
that the average entrepreneur is acquainted with them. We cannot do 
we this, however, in relation to secondary information (i.e., information about 
ild what related members of the group will do), for the availability of this kind 
de, of information is quite certainly a function of the economic arrangements, or 
sed system, which we postulate. If we assume that consumers are fully informed 
about their own preferences and about the properties of all the goods they 
ised may buy, then the models we construct will indeed suffer in terms of realism 
ed,” and will offer a less than perfect account of the workings of the actual 
“ economy. Nevertheless, this simplification of actual circumstances might 
mre, be appropriate in an idealised system, which, for some purposes, offered a 
each tolerable approximation to reality. If, however, we assume that a producer 
om has some secondary information regarding the projected activities of others 
with whom he is economically related, then we are committed to assume the 
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existence of an economic system in which such information would be 
available. We could assume, for example, that members of the system 
planned their activities in concert, or that they renounced their independence 
to put themselves under the orders of a central planning authority, which, by 
itself deciding what everyone would do, could dispense with any need for 
secondary information. But if both these solutions are put aside as incon- 
sistent with free competition, how, then, are we to suppose that producers 
become adequately informed about such activities of others as will affect the 
profitability of their own investments? Although this may be the most 
fundamental of all the problems of group organisation, it is one to which our 
accepted theory of the perfectly competitive economy offers no satisfactory 
solution.! 

The problem arises, as we have said, from the fact that the activities of 
the members of the system, though inter-related, are taken independently. 
No individual member, it is clear, can decide what to do on the basis of 
primary information only, of information, that is, about such factors as 
production functions and consumers’ preferences. He could not, for ex- 
ample, judge whether to invest in any particular direction without a mini- 
mum of knowledge about the supply plans of his competitors. In other 
words, it is of the essence of the competitive system that the profit oppor- 
tunities open to one seller depend on the actions proposed by others, so that, 
for example, if A, B, C, ... are all equally well placed to supply a given 
market, then A cannot rationally decide upon a particular level of output 
without some knowledge of what B, C, . . . et al. may do, while each of these 
similarly need some prior secondary knowledge of the intentions of A and 
others. This mutual interdependence clearly presents, for entrepreneurs, 
a barrier to obtaining the necessary secondary information, and, if we are to 
hope to show how a system can work, we cannot escape the obligation to 
explain how the barrier is overcome.* 

1 As is well known, both Walras and Edgeworth suggested procedures for the attainment of 
equilibrium. But neither the system of prices “‘ criés au hazard,” nor “‘ recontracting,” are con- 
vincing solutions to our problem, and in any case they involve a measure of concerted action which 
is inconsistent, at least with the spirit of perfect competition. The proposal that we should consider 
a model of perfect competition with an infinite number of markets embracing goods for sale at any 
future date likewise circumvents, rather than helps to solve, the real problem. 

2 An analogy may help to reinforce the point. The opportunities open to an entrepreneur in a 
perfectly competitive market might be compared to an unusual kind of lottery. Entry, let us sup- 
pose, is invited on the following basis. Ifsubscriptions amount, by a certain date, to say £1 million, 
they will simply be returned in full; should they amount to less than this, they will be returned 
together with a share of a certain prize money; but should they exceed £1 million, they will be 
returned subject to a deduction depending on the excess. Now evidently, unless it were possible to 
make some assumptions about factors which independently restrict or condition how many people 
would enter the lottery, and what stakes they might make, it would be impossible for anyone to form 
a rational estimate of the chances of success. In the analogue of the competitive market there 
would be no basis for a rational investment decision; here also the possibility of making profits or 
losses depends on the total commitment of resources, while it is by no means obvious that any way 


of obtaining information about this is available. 
The discussion in this article makes no mention of the theory of games, which is concerned with 
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This difficulty has frequently been noticed, but only to be pushed aside 
as a tiresome logical catch. Yet this reaction is curious in view of the 
attention which has been given to oligopoly and the so-called indeterminacy 
inherent in it. If there are only a few firms, then A, in formulating an out- 
put policy, must consider B’s reaction to it, which may itself depend on what 
B thinks A might do in return; this being so, it has been recognised that 
without additional data we cannot hope to predict what the strategies and 
counter-strategies might be. The existence of many sellers, however, is 
supposed to eliminate this indeterminacy—but why should this be so? 
Where there are many producers, an individual entrepreneur planning his 
output still needs some knowledge of what the total supplies of competitors 
will be. It is true in this case that their plans will not be affected by know- 
ledge they might have of what he in particular will do, for we can assume 
that his output will be small compared to the total; but this in no way makes 
their plans any more predictable by him. Their large number and their 
independence of his own particular actions do not obviously make com- 
petitive supply any easier to forecast than in the oligopolistic situation; the 
actions of individual entrepreneurs therefore appear equally indeterminate. 
Presumably the conviction that perfect competition, unlike oligopoly, has a 
determinate equilibrium is based on the fact the entrepreneur in perfect 
competition cannot affect the price at which he sells, which therefore acts as 
a fixed parameter in his decision-taking; but this is to ignore the fact that 
it is the expected future price which is relevant to him and that it is not 
known. One is not entitled to claim that prices, widely known and freely 
determined, constitute a sufficient system of communication; the current 
levels of prices are quite inadequate signals from an entrepreneur’s point of 
view. 

We have suggested that de-centralised systems can work only provided 
their constituent members can obtain the minimum necessary secondary in- 
formation, and that the first objective of our analysis of them should be to 
explain how this is made possible. Yet although adequate knowledge is the 
basic prerequisite of purposive action, it cannot, of course, ensure that action 
will be taken or that it will be in a socially desirable direction. If therefore 
we are concerned to demonstrate how individual activities, though subject 
to no deliberate co-ordination, may yet, under certain conditions, produce a 
socially desirable result, our analysis must meet essentially two requirements. 
It must first explain how opportunities are made available and known to 
people in the system, and then go on to show that the opportunities will be 
of such a kind that action taken in response to them, and under the influence 





what courses of action may be rationally chosen even when information is lacking as to which of 
several courses others may take. Our present concern, however, is not with the logic of choice 
under uncertainty, but with how, in a competitive economy, this uncertainty may be reduced to the 
extent compatible with purposive economic activity. Beyond a certain point, uncertainty would 
become intolerable to average entrepreneurs, and institutional change would be made in order to 
reduce it. Business may proceed in an informational twilight, but not in utter darkness. 
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of the type of motivation we assume, will further whatever is considered to be 
the general interest. The former requirement is, in a sense, the most funda- 
mental, for purposive activities could not take place without an adequate 
basis of information, whether or not they resulted in desirable results; 
nevertheless, it is this requirement that our models of the competitive 
economy most strikingly fail to meet. 

There appears to exist in our theory of the competitive economy no 
adequate analysis of how the supply of secondary information is functionally 
related to the structure of the system assumed. Certainly this cannot be 
provided here; but it is possible to set out, very briefly, some of the elements. 
Producers could obtain information about the prospective activities of those 
to whom they are inter-related in three principal ways. The first of these, 
explicit collusion, needs no explanation; it is clearly inconsistent with perfect 
competition. The second, which we propose to describe, with some hesita- 
tion, as “‘ implicit collusion,”’ will be explained presently. The third, which 
is of a quite different character, exists by virtue of the existence of factors 
which condition or limit the activities of entrepreneurs independently of 
their estimates of the plans of those in a competitive or complementary 
relationship. These factors, which we shall simply call “ restraints,” will 
be explained more fully later. 

The significance of the second way through which information may 
become available, implicit collusion, may be illustrated in connection with 
the general equilibrium ‘“‘ configuration”’ discussed above. This repre- 
sented a set of activities which would be persisted in provided everyone 
expected prices to remain unchanged. We have now to ascertain the 
conditions under which it would be rational to entertain these expectations. 
An entrepreneur could rationally expect prices to remain the same if every- 
one else in the system continued in his present activities, but this they would 
do only if they could likewise expect all others (including the entrepreneur in 
question) to do the same. We seem therefore to be involved in the old 
difficulty; no one can decide upon his optimal activity without knowledge 
of what others (who are in the same difficulty) will do. Nevertheless, it 
seems that it may be possible, in this case, for a continuance of the status quo 
to be rationally expected. Let us suppose that everyone in the system 
expects primary conditions to remain unaltered and knows that profits are 
everywhere normal, thus realising that he cannot improve his position so long 
as others maintain their current activities; and let us suppose further that 
everyone knows everyone else to share his beliefs. Under these conditions, 
which though manifestly unrealistic, are possible in principle, everyone 
would be induced not to alter his activities, for they would see that each 
individually was powerless to improve his lot, but that if they all kept their 
course, at least no one would be worse off. Such a state of affairs may 


1 An adequate treatment of this subject is precluded by reasons of space; the author has been 
engaged in writing a book which endeavours to provide it. 
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perhaps be usefully described as implicit collusion, on the grounds that there 
is a general understanding that no one will alter what they are doing. It 
cannot, it would seem, be regarded, in this context, as anything but a some- 
what fanciful possibility, but it is difficult to see how else, in a perfectly com- 
petitive economy, entrepreneurs would be entitled to entertain rational and 
certain expectations that all prices would stay the same.? 

Although equilibrium might be maintained, it clearly could not be 
reached by means of implicit collusion of this kind. Ifa number of people 
were asked to write down each a number, in the hope that the sum would 
equal 100, they would clearly have, in the absence of explicit collusion, only 
an infinitesimal chance of success. But if they did miraculously happen to 
choose an appropriate set, and knew that they had done so, it is reasonable 
to expect that they would then write down the same numbers if invited to 
play the identical game on further occasions. 

We have to conclude therefore that the beliefs required to maintain the 
perfect competition equilibrium could be rational (?.e., based on information 
which is available in principle), though only under very special conditions 
and in a very special way. If, however, any configuration other than the 
equilibrium is assumed to exist, we have as yet discovered no way in which 
entrepreneurs could obtain any information about each other’s projected 
activities and therefore no way in which rational expectations could be 
formed. 

We are, of course, frequently inclined not to take this sort of difficulty 
very seriously, for the reason that it is overcome somehow in the real world. 
But the real world is not perfectly competitive, and there exist in it (apart 
from collusive arrangements) a variety of factors, usually classed as “‘ fric- 
tions” or ‘‘ imperfections,’ which make possible a third, and practically 
important, way in which secondary information becomes available. Accord- 
ing to the forms and strengths which such “‘ restraints ’’ assume in particular 
markets, adequate information and therefore economic adjustment may or 
may not be possible. Only the briefest account of this can be given here. 

Let us suppose that there arises a demand for a particular commodity. 
This may be assumed to create a general profit opportunity, but it need not 
at the same time create particular profit opportunities available to individual 
entrepreneurs. A profit opportunity which is known by and available to 
everybody is available to nobody in particular. A situation of general 
profit potential can be tapped by one entrepreneur only if similar action is 


? The notion of implicit collusion has a respectable history. Hume, for example, in discussing 
respect for property, refers to it in these terms: “‘ When this common sense of interest is mutually 
expressed, and is known to both, it produces a suitable resolution and behaviour. And this may 
properly enough be called a convention or agreement betwixt us, though without the interposition 
ofa promise; since the actions of each of us have a reference to those of the other, and are performed 
upon the supposition that something is to be performed on the other part. Two men who pull the 
oars of a boat, do it by an agreement or convention, though they have never given promises to each 
other.” (A Treatise on Human Nature, Book III, Part II, Section II.) 
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not intended by too many others; otherwise excess supply and general losses 
would result. In other words, a general opportunity of this kind will create 
a reliable profit expectation for a single entrepreneur only if there is some 
limitation upon the competitive supply to be expected from other producers. 
Corresponding to this negative condition appropriate to the production of 
substitutes there is a positive condition appropriate to complementary pro- 
duction. In general, a producer will need to know both that the production 
of complements (such as raw materials) will be adequate and that the pro- 
duction of substitutes will not be in excess. For the sake of brevity, however, 
we shall ignore the existence of complementarity and concern ourselves only 
with the necessary restrictions on competitive production. We have seen 
that we cannot in general assume that producers could have knowledge of 
their competitors’ plans. But there is no logical objection to them having 
information about the maximum possible competitive supply in some relevant 
future period, if supply is bound by restraints. They may also be able to 
estimate likely minimum supply (either competitive or complementary) if 
this is determined by the momentum of previous commitments. 

Let us glance briefly at the nature and effects of these restraints. They 
will impose themselves, at any particular time, with different force on differ- 
ent firms so as to limit their ability to increase either production or sales. 
An entrepreneur need fear no threat of increased competitive supply if others 
are unaware of the unsatisfied demand; he enjoys a form of monopoly, until 
of course the knowledge which he alone possesses becomes diffused. In 
this way, paradoxically, the imperfect distribution of information may 
sometimes facilitate economic adjustment. But even those firms who are 
aware of the increased demand will have a limited capacity to meet it, 
depending on the reserves and the limited external finance which is currently 
available.* 

Firms which were able to mount the required increase in production 
might still experience difficulty in penetrating the market in which demand 
has increased. Not only do the firms already in the industry have ‘‘ econo- 
mies of experience,” they also, as Marshall indicated, have “ particular 
markets,”’ in which, by virtue of goodwill or other ties, they have a signi- 
ficant advantage. These restrictions or ‘‘ imperfections ’’ could reasonably 
be regarded as natural, but they shade into others which are artificial, in the 
sense that they were devised for the purpose. A tacit agreement to live and 
let live may become formal market sharing, and entry may be impeded by 
deliberately erected barriers. Firms may agree to bind their hands and seek 


1 Here we may recall the celebrated criticism of perfect competition made by Sraffa, when he 
pointed out that the conditions of the model left the size of the individual firm indeterminate. 
Sraffa was concerned to point that, as the supply response of the individual firm in perfect competi- 
tion was indeterminate, the continued survival of many firms in the industry could not be relied 
upon. We require limits to the supply potential of each firm and to the number of firms which can 
respond, but for a different reason. Unless a firm can set some upper bounds to the possible 
volume, in the near future, of competitive supply, it will not be prepared to invest. 
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to bind those of others. All this helps to make the world a safer place for 
entrepreneurs; by narrowing the possibilities of competitive supply it makes 
the market of each more secure. 

Almost all the protective or restrictive influences to which we have 
alluded are inconsistent with the letter or the spirit of perfect competition; 
moreover, they are commonly the objects of criticism; if natural, they are 
regretted; if artificial, they are often condemned outright. And of course 
this long-standing attitude has its good reasons. It is certainly necessary, 
in a decentralised economy, that the activities of different firms be kept in 
step, and these so-called imperfections are part of the machinery which en- 
sures this. But there are other objectives which may sometimes be in 
conflict with this one. Entrenched monopoly positions may bring about the 
misallocation of resources and may weaken the process of competitive selec- 
tion by which the efficiency of the private enterprise economy is furthered. 
Many would therefore be tempted to regard the restrictive influences which 
we have described as “ necessary evils,’ comparable, let us say, to the 
position of the laws in civilised society—but it is well to remember the highly 
paradoxical nature of such a classification. In addition, one cannot assume 
that any degree of restrictive influence will be injurious; factors which give 
only short-run stability to a firm’s market will rarely tempt it to exploitation 
and to neglect of efficiency. It would be helpful in practice if we could 
assume that natural imperfections were tolerable, whereas artificial man- 
made ones were not. But whether or not such a division might be a useful 
policy guide, there seems no theoretical justification for it; there seems no 
reason to believe that the optimum degree of “imperfection ”’ is reached 
exactly at the point where ordinary market restrictions begin to be supple- 
mented with protected measures designed specifically for the purpose. 

If, then, we are right, and our model of the purely competitive economy 
s seriously deficient in the way we suggest, it is interesting to speculate on the 
reasons for its adoption and for the strong grip which it continues to hold on 
our minds. The comparative neglect, in accepted economic doctrine, of 
the informational aspects of hypothetical systems may, perhaps, be the result 
of a variety of causes. The broad rationale of the private enterprise system 
was, of course, appreciated long before the development of modern equili- 
brium analysis. It was realised that, if the demand for an article increased, 
the profit opportunities created would permit private self-interest unwittingly 
to further the public good—subject, of course, to qualifications which were 
paid a varying degree of attention. It was realised also that if the total 
supply of the article were in single hands, then the terms of sale could be 
influenced to the benefit of the seller, but at the general disadvantage; and 
it could also be shown that both ignorance, and the artificial restriction of 
enterprise, could hamper the invisible hand. These ideas, in the latter half 
of the nineteenth century, were expounded with a new degree of logical 
rigour and precision and fitted together so as to form a hypothetical system 
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purporting to represent the workings of the economic system reduced to 
essentials. There were to be no artificial restrictions and no impediments 
due to ignorance; by assuming atomistic units and the absence of collusion 
between them, the terms of any exchange were safely withdrawn from in- 
dividual control. Such a system of “* perfect competition ’’ was not repre- 
sented, at least by reputable economists, as accurately describing the actual 
state of free-enterprise economies, from which all elements of restriction, 
ignorance and monopoly had not been purged. But it stood as an ideal or 
model form of organisation—strictly speaking only a logical as opposed to 
an ethical ideal, although the distinction was not always sharply made. 
Those who objected to the model in terms of realism could easily be reminded 
of the abstraction inherent in all scientific thinking and of the need to con- 
centrate on essential elements. On account both of its pedagogic con- 
venience and its suitability as a basis for extensive formal and mathematical 
elaboration, perfect competition obtained a central place in theoretical dis- 
cussion, and the many qualifications with which, let us say, Marshall would 
have hedged the concept, fell into the background. There was little realisa- 
tion that the elements which had been banished as “‘ imperfections ’’ were 
necessary, in some measure, for the provision of adequate information, that 
an unequal distribution of knowledge and the existence of “ frictional” 
restraints were required in order to make the system work. 

One suspects that our discussion of the competitive model may also have 
suffered, on occasion, from a confusion of perspective, from confounding the 
view-point of the model builder himself and that of his creatures within the 
model. For the creator there is no problem of knowledge, for the objective 
facts about the system appear as postulated data from which could be 
deduced (or so it was believed) the equilibrium configuration. Was it 
always appreciated that information about these ‘‘ determinants,” that 
“ perfect knowledge’ in this sense, would have been of no use to the 
members of the system even if they could ever be assumed to possess it? To 
put the matter somewhat differently, was it realised that the problem of 
knowledge for a member of a group was not the same as that of an isolated 
agent working in a passive medium—that the availability of secondary in- 
formation, as we have called it, is a function of the nature of the economic 
system postulated, so that ‘‘ adequate knowledge,” far less “‘ perfect know- 
ledge,”’ may in fact be incompatible with certain kinds of economic arrange- 
ments? The question is not so much whether these contentions would have 


1 The usefulness of the perfect competition model has been compared to that of mechanical 
statics. The latter, though it assumes no friction, nevertheless enables us to determine the equili- 
brium position of a system of forces. An economic model which abstracts from all friction can, it is 
argued, perform a similar function. But the analogy is treacherous. It ignores the fact that, in 
economics, both the maintenance and the attainment of equilibrium require the existence of certain 
beliefs or expectations, which have no strict counterpart in mechanics; and by doing so it may 
conceal the need to show how such expectations could be rationally formed in the type of system we 
assume. 
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been explicitly denied, but whether anything approaching full weight was 
given to them in the construction of theoretical foundations. 

The argument of this article may be briefly summarised, in conclusion, 
as follows. Our accepted analysis recognises that equilibrium requires the 
existence of certain expectations, but does not recognise that expectations, if 
they are to be rational, must be based on available information. Nor does 
it take account of the fact that the availability of certain essential information 
depends on the economic arrangements or system which we postulate. These 
contentions were maintained in connection with the so-called general equi- 
librium of perfect competition. This was found to represent a set of 
optimalising activities consistent with given constraints and with each other, 
but we denied that it was a position towards which a hypothetical perfectly 
competitive system would gravitate. Our denial was based on the fact that 
perfect competition, strictly interpreted, would fail to afford adequate 
secondary information for purposive entrepreneurial activity. If concerted 
action were ruled out, only the existence of certain restraints (or “‘ imper- 
fections”’) in appropriate form and strength would make available the 
information required for economic adjustment. 

G. B. RicHaRDson 
St. Fohn’s College, 
Oxford. 








PROFIT SHARING BETWEEN PRODUCING COUNTRIES 
AND OIL COMPANIES IN THE MIDDLE EAST? 


Ir is widely taken for granted that the oil-producing countries in the 
Middle East are being in some sense “ exploited” by the foreign oil com- 
panies; that their share in the revenues from the production and distribution 
of oil is “‘ unfairly ” low; that their participation in the different operations 
of the companies is unduly restricted; and that foreigners are benefiting 
from “ Arab ” oil at the expense of the rightful beneficiaries. The purpose 
of this paper is to explore some of the underlying considerations determining 
the sharing of oil revenues between oil companies and producing countries, 
and the related subject of nationalisation, and to investigate what meaning can 
be given to the notion of economic “ exploitation ” used in an invidious sense. 

The vested interests in Middle East oil are so diverse and varied, the 
financial relationships between the various interests are so complicated, the 
formal terms and practical applications of the oil agreements are so difficult 
to comprehend, and the organisation of the distribution of oil is so intricate, 
that it is no wonder that even experts seem at times confused, let alone the 
general public. I shall not be concerned here with any particular agree- 
ments or negotiations; I merely want to re-examine the fundamental 
principles involved in the matter and to point out a few of the significant 
economic relationships. 

Some of the propositions advanced in the various discussions on the sub- 
ject seem implicitly to assume that the sharing of oil revenues should accord 
with some principle of “ natural law ”—this is often implied, for example, 
in the proposition that the “ Arabs” as such have a “ right” to all oil 
profits quite apart from legal arrangements. Here, I shall assume that all 
rights in the matter arise from man-made law, but that the governments of 
the countries under whose lands the oil lies have a legal right to deal with its 
exploitation as they see fit, with due respect for existing contractual arrange- 
ments. I shall also assume that governments have the right to nationalise 
the property of foreigners as well as that of their own citizens upon payment 
of fair compensation, and that such action is justified when the economic 
interests of the country are thereby furthered. 

At present the sharing of oil revenue is primarily a matter of bargaining 
between the different interests concerned, the bargaining being influenced 
by political as well as by economic considerations. Since I am not concerned 
with political controversies among the leading world powers over the 


1 I would like to thank for their criticism and suggestions all those who read earlier drafts of 
this paper, especially those from the University of Baghdad, the Iraqi Government service, and the 
Iraq Petroleum Company, Dr. Yusif Sayigh of the American University of Beirut, Professor Fritz 
Machlup of the Johns Hopkins University and my husband, Professor E. F. Penrose. 
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“control ” of Middle East oil, I shall treat the oil companies as privately 
owned concerns interested primarily in making profits. The desire for an 
assured access to adequate supplies of oil for military and strategic as well 
as for economic purpose has made control of the sources of oil a major con- 
cern of many governments. Thus inter-governmental political manoeuvring 
has been a dominant characteristic of the past controversies over oil con- 
cessions, and the present position of the oil companies in the Middle East is 
very largely the result of the past policies of and rivalries among certain 
Western powers. As a reaction against this, demands have been increasingly 
heard recently that the West should put its oil relationships with the Middle 
East on a “ business basis”; this presumably means that military and 
political considerations should no longer dominate the scene. In order to 
analyse the nature and probable consequences of oil relationships on a 
“ business basis,”’ I shall, therefore, neglect the military and political interests 
of the Western powers. 

I shall deal first with the basic conditions affecting the bargaining process, 
secondly with the question of “ exploitation,” and thirdly, with some prob- 
lems of international policy. 


I. THE PROFIT-SHARING BARGAIN 


We start from the present position; we are not concerned with political 
and economic conditions relating to earlier times and earlier contractual 
arrangements, but only with the considerations affecting the granting of new 
concessions or the re-negotiation of present agreements. The governments 
of the producing countries have reserves of oil under their territorial jurisdic- 
tion. Some of the oilfields are actually being worked by foreign companies 
under agreements which, on specified terms, enable them to explore for oil, 
produce and sell it. In other areas, not yet in production, exclusive con- 
cessions have been granted; in still others new concessions may be granted; 
and finally, some existing agreements contain provisions requiring the com- 
pany, under specified conditions, to give up part of the area covered by the 
agreement and not yet in production. The governments of the producing 
countries may cancel existing concessions (we assume with fair compensation) 
through nationalisation or otherwise and may re-negotiate existing agree- 
ments as well as grant new concessions. But whenever a foreign company 
is involved, the share of the revenue obtained by a government depends 
entirely on the agreement it can extract from the oil company. This is 
obvious in the case of new concessions; but even with respect to an estab- 
lished company the government is dependent on the willingness of the 
company to give up its profits, since the oil revenues arise in foreign currency 
outside the country, to which the government does not have access, and which 
it cannot even tax without the company’s consent. 


We have then, in essence, two opposing interests both benefiting from oil 
No. 274.—vVOL. LXIx. R 
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production, the benefit each obtains being largely determined by the terms 
of the bargain it can make with the other. One of the interests invests 
capital to start the industry and runs it, the other supplies the basic raw 
material, which is a “‘ wasting ” asset—the extraction of the oil permanently 
reducing the resources of the country. Both are interested in promoting the 
most profitable long-run expansion of the industry, but each individual 
government is concerned with the profitable expansion of its own oil pro- 
duction, while the companies, with some choice of country in which to 
invest new capital, will be most interested in those countries from which the 
higher returns can be expected. 

Let us now examine the factors determining the outcome of the bargain 
that can be made. For the present I shall include royalty payments per 
ton of oil produced as well as all the various technicalities affecting the actual 
share of the revenues obtained by a producing country (as distinct from the 
nominal percentage share) in the category of “ profit-sharing,” although in 
fact there are many reasons why a country’s actual share of the “ profits ” 
may diverge from any announced percentage share.?_ I want first to con- 
sider the respective positions of an individual country and an oil company 
and the nature of the bargaining process between them when there is no 
competition in the industry and when the producing country cannot run it. 
It should be kept in mind that “ running ” an industry includes selling the 
product. 

Stripped of all complicating variations and special circumstances, the 
essence of the matter can be stated in its simplest terms as follows: The 
proportion of its profit that a company will be willing to give up depends on 
its estimate of the cost of meeting the government’s final demands compared 
with the cost of resisting them, up to the point where the loss in either case 
makes the business unprofitable. The demands of the government will 
depend either on the loss it believes it can inflict on the company by not giving 
or by cancelling the concession under negotiation, that is, on its estimate of 
the value of the concession to the company, or on the amount it thinks the 
company will be prepared to give up in order to avert political disturbances 

1 The large oil companies control oil properties in numerous countries throughout the world 
and their production policies in the different countries are subject to many influences, including 
tariff arrangements, the domestic policies of national governments, questions of the political security 
of their investments and reliability of their supplies of oil, and private agreements aimed at “ regu- 
lating ” supplies of oil. Most of the companies control both low- and high-cost sources of oil but 
do not necessarily put the greatest emphasis on expanding low-cost oil. 

* See below p. 243. Many of the demands made by a government often affect the costs of the 
company rather than the profit-sharing arrangements. But since increased costs reduce the profits 
available to both parties, we can, for our purposes, treat such demands as part of the profit bargain. 
They are usually quantitatively unimportant in any case. 

3 It is possible, indeed even likely, that an oil company would concede some of the demands of 
a government simply because it considered the demands to be fair, and not at all because it believed 
that to do so was necessary to safeguard its position. But it would be extremely difficult to separate 


concessions made solely in a “‘ spirit of fairness ’’ from those made because the company was con- 
vinced that a “‘ spirit of fairness ’’ would in the long run assist in safeguarding its position. 
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and to maintain political goodwill. The latter alternative applies in the 
case of negotiations with a company already established in a monopolistic 
position in the country and in circumstances where the government cannot 
run the industry. 

In the absence of intergovernmental political manceuvring (which we 
have ruled out of our terms of reference), the problem with respect to new 
concessions is quite straightforward and need not detain us. The cost to the 
company of meeting the government’s demands is the share of profit it must 
give up in one form or another; it need merely compare what is left to it 
under the terms proposed with the return that can be expected on alternative 
uses of its resources, making due allowance for differences in risk. It can 
always bargain for the best terms possible, but if the government sticks at 
too high a point, the company has no alternative but to refuse the concession. 
The cost of resistance is the loss incurred if the concession is not obtained. 
What the government demands depends on how badly it wants the oil pro- 
duction, how much it is aware of the value of its oil and how much it thinks 
it can persuade the company to give. If the country cannot itself discover 
or produce the oil, it will gain by permitting the oil company to operate for 
nothing (if necessary it may even be worth the government’s while to subsi- 
dise the company in some form), since exploration and production would 
alone bring considerable revenue and other advantages to the country in the 
form of wage payments and other outlays and of social and technological 
contributions of various kinds. A skilful government negotiator, however, 
may easily extract substantial royalties from the company if he realises the 
value of the concession he has to give. 

But with respect to the re-negotiations of existing agreements with com- 
panies already established in the country the matter is more complicated. 
Although the cost to the company of acquiescing in the government’s 
demands is the additional profit lost in one form or another, the cost of 
resistance is not necessarily the loss of the concession and with this the future 
profits expected, for the company is in a strong position to precipitate an 
economic crisis which may drive the negotiating government out of office. 
The company need take no positive action; by simply refusing to budge it 
forces the government to take the risk of action which, once taken, cannot in 
the nature of the case, be easily retreated from. Furthermore, the govern- 
ment’s action must be political—it may promote publicity which arouses the 
populace against the oil companies; it may condone or incite political 
harassment, such as acts of sabotage; it may and indeed is likely to threaten 
nationalisation on terms unacceptable to the oil company. But where the 
economy of a country has become heavily dependent on the continuance of 


1 I must emphasise that we are only concerned with present-day conditions. There is little 
doubt that some of the early agreements were made by rulers who knew little of what they were 
signing away and who were attracted as much by the immediate cash for themselves as by any 
calculation of the future returns to the country. 
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oil revenues, while at the same time foreign enterprise is required to run the 
industry, an existing oil company, if it has a virtual monopoly or acts in 
concert with other companies, is in an extremely strong position vzs-d-vis any 
single government, for the latter courts political disaster if it gets into an all- 
out fight with the company. The progressive economic deterioration 
following the cessation of oil revenues is likely to cause greater and greater 
political difficulties for the government, its eventual repudiation and the 
substitution of a government pledged to re-establish the flow of oil revenues. 
The cost to the company of such a fight may be extremely heavy, but given 
the structure of oil interests in the Middle East, it is not likely to be disastrous 
for any of the big companies while it is likely to be disastrous for the govern- 
ment in power.! A company will naturally seek to avoid such an extreme 
show-down, but only if the expected cost of resistance exceeds the ultimate 
gain if the resistance is successful—and if the government’s demands are very 
high in relation to existing royalties the company may stand to gain a great 
deal by resisting the government. 

In deciding whether or not to refuse particular demands of the govern- 
ment, a company will not, in the first instance at least, be as much concerned 
with the probable cost of a show-down as with the question how much 
pressure it can bring on the government without forcing it to take serious 
action. This last question may be an extremely delicate one. Both the 
company and the government may be well aware of the government’s 
fundamentally weak position if the battle lines are drawn, but the position 
of the parties is such that, when the company refuses to yield to its final 
demand, the only thing the government can do is to threaten nationalisation. 
Once it makes such a threat publicly, it may easily become a prisoner of its 
own acts and be unable to back down, for in all the Middle Eastern countries 
popular feeling is easily aroused against the oil companies, and this puts 
great pressure on the moderate members of the government and strengthens 
the position of the more extreme members.? If the people can be appeased 
by the oil company’s acceptance of the government’s terms, the matter may 


1 This point is well illustrated by the conflict between the Iranian Government and the Anglo- 
Iranian Oil Company in the years 1948-53. To be sure, both the British and American Govern- 
ments intervened in the dispute, but without much avail, and the dispute ended with the fall of the 
Iranian Government and the practical victory of Western interests. The company suffered 
heavily; but during the years 1952 and 1953 when it had no Iranian oil its profits were greater than 
ever, derived of course from other sources than Iran. See the Annual Reports and Accounts of the 
company and also the discussion by Benjamin Shwadran, The Middle East, Oil and the Great Powers 
(London: Atlantic Press, 1956), Chapter VI. Stephen H. Longrigg’s account in Oil in the Middle 
East (London: Oxford University Press, 1954), Chapter X, is more sympathetic to the company 
than that of Shwadran. The latter implies that nationalisation as such was the primary issue; 
Longrigg places the emphasis on the terms of the nationalisation. Both accounts should be read. 

2 The ordinary people of the Middle East, knowing nothing of the oil industry, are easily con- 
vinced that their government could run it as well as the foreign company. The relative success 
with which the Egyptians have been able to operate the nationalised Suez Canal has enormously 
strengthened the belief in the more developed countries such as Iraq that similar success would 
attend the nationalisation of oil. 
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end with a capitulation by the oil company, but there is likely to be a long- 
run enhancement of political antagonism on all sides. If the government 
is forced by popular pressure to go through with its threats of nationalisation 
on unacceptable terms, the oil interests in the end may prevail through the 
downfall of the government in consequence of economic distress and in spite 
of the emotions of the masses. 

The knowledge of most Middle Eastern governments that they really 
cannot afford a controversy that causes the cessation of oil revenues, together 
with the fact that it is they who must undertake positive action if the oil 
company cannot be persuaded by argument, puts them in a relatively weak 
position. A responsible government realistically attempting to increase its 
share of oil revenues must keep the company aware of the need to avert 
political action, but at the same time must not commit itself too deeply to an 
action it knows would be disastrous in the end. Paradoxically enough, this 
bargaining strength of the government may arise as much from its internal 
political weakness as from its political strength, as much from its inability to 
prevent disorder if the people become aroused as from its ability deliberately 
to interfere with the oil operations, as much from administrative incompe- 
tence as from Machiavellian policies. 

On the other hand, the company’s awareness of the danger of forcing the 
government into a position from which it could not easily retreat may 
induce it to accept even stiff demands in order to avert unpleasant and costly 
conflict. The dangerous aspect of the matter lies in the political reper- 
cussions over a wide area if the oil company miscalculates the pressures on the 
government and fails to give in before it is too late or if the government in- 
sists on more than the company is willing ultimately to give. So long as 
popular pressures are not great and the government’s revenues are significant 
in absolute amounts negotiations may proceed reasonably peacefully, but 
clearly anything that increases popular agitation against the oil companies or 
against the terms of existing agreements, such as crises in other countries or even 
the mere knowledge that a government has obtained better terms in some other 
country, will reduce both the willingness and the ability of the government 
to compromise, and must therefore increase the company’s estimate of the 
risk of loss if it makes no further concessions to government demands.! 

In these circumstances there is every incentive for oil companies to adopt 
accounting and other techniques designed to permit a maximum effect on 
public relations with a minimum actual concession. For example, the 
prices at which the oil is sold as it leaves the control of the producing com- 
panies are posted by the companies. But for the most part the oil goes in 
pre-determined shares to the foreign oil companies who own the producing 
companies. These same companies, or their affiliates, also control the major 
distribution channels of the world, and it is extremely difficult to believe that 


1 The Iraqi agreement, for example, makes express provision for re-negotiation if better terms 
are obtained in neighbouring countries. 
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they do not have a powerful influence on the prices with reference to which 
the profits to be shared are calculated and consequently on the revenue 
obtained by the producing countries. It has often been alleged that the 
prices are unfair, and arbitrarily set to the advantage of the oil-distributing 
companies. It is not, therefore, so strange as it appears on the surface that 
one of the demands of the oil-producing countries has been that they should 
share in the profits made by the major oil companies from the distribution 
of Middle East oil in world markets. Furthermore, the calculation of the 
“costs” to be subtracted from the total revenue in determining profits is, 
as every accountant and economist knows, subject to any number of arbitrary 
judgments. Any announcement that a high percentage of profit is to go to the 
government has a popular appeal, but in fact the actual percentage granted 
may be much less significant than the method of calculating total profit. 

This analysis of the essence of the factors underlying the bargaining 
process may seem extreme; and indeed for some countries, in particular the 
smaller autocratic sheikdoms, it would need considerable modification. 
Its chief purpose is to demonstrate that, in the absence of effective competi- 
tion and when the producing countries are unable to run the industry (which 
includes selling the oil) there is no such thing as oil relationships on a 
** business basis.”” We are dealing essentially with a problem in bilateral 
monopoly slightly modified by marginal competition, and with a bargaining 
game in which there is a strong element of bluff; but one of the pawns in the 
game is the political stability of a sensitive area of the world. It seems highly 
probable that the Middle Eastern governments have obtained as much of 
the oil profits as they have with few overt crises precisely because the oil 
companies were willing to pay for political goodwill and because the 
profitability of oil in the Middle East has been so great that the companies 
could well afford to pay handsomely. 

It remains to consider how the bargaining process would be affected by 
the introduction of competition, either competition among the oil companies 
for oil concessions or potential competition from the government made 
possible by growing ability to run the industry. 

Again, the position with respect to new concessions need not detain us. 
If the government can itself exploit its own oil resources it naturally will not 
give a foreign company the right to do so unless it can obtain a share of the 
profit at least equal to the profit it could make by running the industry on 
its own account when all opportunity costs of the resources required are 
taken into consideration. This implies that the government is in a position 
to produce and sell oil as efficiently as the companies and only permits them 
to operate because it has equally or more profitable alternative uses for its 
own resources.! 

1 As we shall see below, this last consideration means that it will not necessarily be advantageous 


to a developing country to exclude foreign companies merely because it can produce as efficiently 
as they can. 
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If there were effective competition among the oil companies for a con- 
cession, this would plainly push the share of profits offered to the government 
up to the point where the company obtaining the concession retained only 
“normal ” profit which, for our purposes, may be defined as the amount of 
anticipated profit that would just induce the company to enter or continue 
to invest in the oil industry of the country. In these circumstances, the 
government should be able to extract nearly the full value of the concession 
from each company; whether the introduction of effective competition 
would actually mean an increase in the government’s revenue, however, is 
an open question which is discussed below. In the past, as noted above, 
competition for oil concessions was largely restrained by intergovernmental 
agreements, in which military and political considerations were dominant, 
as well as by the private agreements and financial inter-relationships among 
the oil companies themselves. Many, if not most, of these restraints still 
exist, and thus even for new concessions there is only marginal competition 
such as that recently offered by the Japanese and Italian oil companies, 
which are outside the combines at present controlling Middle East oil. 

Even a small amount of competition for new concessions, however, is 
significant, for whenever any producing country obtains terms in an impor- 
tant agreement better than those prevailing elsewhere, an immediate pressure 
tends to be created for the revision of old agreements, because the amount 
the government can reasonably expect to get and the point at which it would 
be willing to compromise are both raised.1_ In addition, better terms ob- 
tained from a new competitor in the industry may encourage the rulers of 
the producing countries to attempt to withdraw concessions on some areas 
over which exclusive rights were granted under earlier agreements and which 
often include vast parts of the country not yet in production and relatively 
unexplored from a geological point of view when the agreements were made. 

The companies are very much aware of these dangers to their positions 
and naturally seek to avert them—a difficult task if loose cartel arrange- 
ments had to be relied on; much easier when the various producing com- 
panies are jointly owned by a few dominant international concerns, which is 
largely the case in the Middle East.? 

The government would also be in an extremely strong position with re- 
spect to established oil companies if it could run the industry without their 
help and obtain revenues not significantly below those previously obtained 
from the companies. In these circumstances, it would no longer risk political 


1 The rapid spread of the so-called 50-50 arrangements after the Aramco agreement with 
Saudi Arabia in 1950 is an example of this; and almost immediately after the announcement that 
75% had been obtained by the Emir of Gatar from the Italians ‘and Japanese, increased pressure 
was evident in Iraq for a revision of that country’s agreement with the Iraq Petroleum Company, 
which is jointly owned by British Petroleum, Royal Dutch-Shell, Compagnie Francaise des Pétroles 
and a combination representing five American companies. 

* This is not intended to pass judgment on whether or not competition would be desirable from 
other points of view. See Section II below. 
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disaster if it nationalised the industry. Its threats of nationalisation if the 
company did not comply with its demands would no longer be dangerous 
bluff but would have to be taken seriously, and the company’s chief source 
of bargaining strength—the economic disaster for the country if the oil 
revenues cease—would disappear. If necessary to keep its concession, the 


oil company would gain by continuing to give up part of its profits so long ° 


as the remaining return on its investment was at least equal to the return 
(appropriately adjusted for risk) it could expect if it invested compensation 
funds elsewhere,! and skilful government bargaining could conceivably force 
the company’s share down to this level. 

It would not be to the country’s economic advantage, however, for the 
government to demand more than this, and thus force the company out, or 
to demand a share that would inhibit further expansion of the company’s 
activities and create excessive emphasis on the short run, unless the govern- 
ment could operate the industry at a profit not only equal to but considerably 
greater than the revenue obtainable from the company over the life of the 
oilfields involved. A foreign company brings many indirect advantages to 
a developing country, including an increased rate of innovation, a freer flow 
of technical information leading to the more rapid application of advanced 
technology, and a greater supply of technical and managerial personnel. 
Most underdeveloped countries accepting foreign capital or foreign enter- 
prise urge that the foreign companies should employ domestic personnel as 
far as possible, especially in technical and managerial positions. The 
primary purpose is to ensure that foreign enterprise provides opportunities 
for the nationals of the country to develop their own skills and executive 
potentialities. But as such countries develop, many of the men and women 
so trained will be required in other fields, and it may well be desirable to use 
to the fullest possible extent opportunities for training made available by the 
foreign companies (which presupposes the presence of foreign personnel 
capable of providing the training) and also to withdraw trained and capable 
domestic personnel from the companies for other uses. Nationalisation may 
well mean that a larger proportion of domestic managerial and technical 
skills will have to remain in the oil industry and thus will not be available 
elsewhere.? Paradoxically, many people in the underdeveloped countries 


1 TI do not want to discuss the difficult problem of how “ fair ” compensation can be determined. 
Clearly the amount of compensation the company expects to get would be an important considera- 
tion in its calculations of the profitability of remaining in the country. For our purposes it is not 
necessary to examine this question; we merely assume that some agreed formula can be found. 

* The Iraq Petroleum Company, for example, has an excellent training programme which not 
only provides skilled people for the company but for outside firms as well. In particular, those who 
are unable to reach the high standards necessary to complete the programme successfully often take 
positions in other firms where the training they have had gives them substantial advantages over 
others and benefits their employers as well. 

3 It need not do so if the nationalisation were carried through reasonably amicably and if the new 
owners were able to retain or obtain the foreign personnel they needed. But it is almost certain that 
the ease with which qualified foreign personnel could be obtained would be substantially reduced. 
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complain of the shortage of capable technicians and capable management 
and at the same time urge the elimination of the foreign supplement to the 
available supply.! 

In addition, the expenditures of the oil company in its ordinary opera- 
tions in the country as well as for investment in further expansion and for 
taxes are an addition to the foreign exchange available to the country and 
these, too, would be lost on nationalisation. Thus, even if we should make 
the assumption that a country could run its oil industry at a total profit equal 
to that made by the oil company before royalties and taxes, it still might not 
be advantageous to the government to buy out the company. The govern- 
ment, in calculating the advantages of nationalisation, should take into con- 
sideration the alternative product that could have been produced by those 
of its resources which must be diverted into the oil industry (e.g., the loss of 
productivity in other industries due to the reduced supply of managerial 
talent); the foreign exchange previously contributed by the oil industry in 
its operating expenditures, taxes and further investment expenditures; the 
amount of profit the company would have been willing to hand over to the 
country; and the compensation payments agreed on. 

In fact, of course, even apart from problems of marketing the product, 
which we discuss in the next section, it is extremely unlikely that any of the 
producing countries will be able for some time to manage their oil industry 
as efficiently as the oil companies can, although some of them might well be 
able to produce oil with the help of individually hired foreign technicians. 
It would seem, therefore, that nationalisation of the oil industry would rarely 
be profitable in any of these countries unless the alternative opportunities 
available to the oil companies or the rate at which they discounted the future 
made them hold out for such large shares of profit that the government 
would gain even after making allowance for less efficient operations and the 
considerations mentioned above. 

Nevertheless, the ability to run the industry without risking economic 
disaster would put the government in a strong bargaining position vis-d-vis the 
oil companies, which would probably enable it in time to extract the lion’s 
share of the profit from oil, and which would also help to reduce those 
political elements which now make it impossible to put East-West oil 
relationships on a “ business basis.” But inability to sell the oil is the 
enduring difficulty; this makes even the reasonable and reflective Arab 
nationalists feel at the mercy of the oil companies and they passionately believe 
that the companies are exploiting their country in an oppressive sense. 

1 On the other hand, there are sometimes acute problems arising in an underdeveloped country 
because a growing group of middle class ‘‘ educated ” young people have difficulty finding suitable 
employment, and the government tends to look to the oil companies to help solve this unemploy- 
ment problem. To some extent the problem arises because of an unwillingness of the young people 


to seek employment in agriculture and other occupations of low prestige value and because of the 
failure of the government to encourage small-scale private industrial enterprise. 
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II. THe Question oF EXPLOITATION 


The term “ exploitation ” has no generally accepted meaning in economic 
analysis (except in the Marxian sense); it is full of ambiguities and is, like 
the word “ imperialism,” used more often as an undefined term of abuse 
than for serious analytical purposes. But the notion has a tremendously 
important influence on the actions of the people in the less-developed coun- 
tries of the world, who often go so far as to treat all foreign investment as a 
form of exploitation. 

Most of the serious charges that exploitation exists rest implicitly or 
explicitly on the assumption that foreign interests use their superior political 
or economic power to prevent the exploited country from making the most 
profitable use to itself of its own resources. This, broadly interpreted, pro- 
vides a reasonable definition of exploitation for our purposes; 1 it does not 
imply that foreign investment is necessarily exploitative in itself, for if the 
profits of a foreign firm are high entirely because of its efficiency in production 
or in meeting demand, one cannot assume that the foreign firm is in any way 
preventing the domestic economy from using its resources more advanta- 
geously, even though the firm pays out a large proportion of its profit to 
foreign shareholders. On the other hand, even when the productivity of a 
foreign firm is higher than that which any domestic firm could hope to attain, 
a large part of its profit may nevertheless be traceable to factors other than 
its greater productivity, for example, to monopolistic restrictions enforced 
by the firm within the country, and it is then possible to inquire whether this 
leads to a less advantageous use of other resources and therefore whether 
exploitation exists. Thus, neither the actual amount of profit earned, nor 
the efficiency of the foreign firm, necessarily provide by themselves evidence 
of exploitation or the absence of it. 

Apart from a number of popular fallacies which are not worth discussing, 
such as the notion that any oil profits going to foreigners imply exploitation, 
most of the substantial complaints that oil companies exploit the producing 
countries can, in the light of the preceding analysis, be reduced to the charge 
that the oil companies weaken the ability of the producing country to increase 
its share of the profits from oil by: (a) excluding competition for oil con- 
cessions, and (6) retarding the growth of the producing country’s ability to 
run the industry, including its ability to market the product. In addition, 
there are charges of political interference and domination which are outside 
the scope of this paper. 

(a) We have seen that, other things being equal, a producing country can 
be expected to obtain more advantageous terms in its oil agreements if there 
is substantial competition among the oil companies. Therefore, to the 


1 It should be noted that to accept this definition of exploitation is to look at the matter from 
the point of view of the producing country and not from the point of view of the economist analysing 
the optimum utilisation of the world’s resources. 




















I 




















1959] PRODUCING COUNTRIES AND OIL COMPANIES 249 


extent that competition is effectively restricted by the blanket nature of 
existing concession agreements (covering very large territories, if not the 
whole country), by understandings among the major oil companies with 
respect to the territories in which each will operate, or by the exercise of power 
to control distribution channels and to restrain the competitive entry of new- 
comers, the charge of exploitation may be justified. The past agreements 
among companies dividing the Middle East among them have often been 
pointed to by the Arab nationalists as humiliating examples of exploitation, 
and it can be safely said that competition, for all of these reasons, is still 
effectively restrained by the major international oil companies operating in 
the Middle East. But this statement does not yet indicate whether or not 
the restraint of competition actually prejudices the producing country and 
therefore whether or not they are “ exploited.” 

Effective competition presumably implies the existence of a considerable 
number of competing companies; no means has as yet been found, even by 
the United States anti-trust authorities, for making two, three or even four 
companies compete effectively if they prefer not todoso. It can be cogently 
argued that because of the immense size and speculative nature of the original 
undertaking in the geographically and politically inhospitable countries of 
the Middle East, only big, financially responsible companies could enter the 
field with any assurance of success, and that this itself limited the possibilities 
of competition. On the same grounds, it can be reasonably held that 
restraint of competition was necessary to encourage such companies to under- 
take the risks involved. In addition, it is entirely possible that the producing 
countries might be worse off if oil concessions had been granted to many 
companies on a competitive basis, not only because the value of each con- 
cession would be substantially less and the royalties each company would 
have been willing to pay substantially smaller, but also because the utilisation 
of their oilfields would have been more costly in the short run and wasteful in 
the long run. In other words, it can be plausibly argued that the same 
amount of investment would not have been forthcoming under a competitive 
regime in the industry, and that neither the efficient utilisation of oilfields nor 
the organisation of pipeline transportation and world-wide distribution 
would have been possible. Unlimited competition in oil production and 
distribution is held by many, if not most, oil experts to be not only wasteful 
but completely impracticable, for “ other things ” do not remain equal when a 
competitive and monopolistic organisation of an industry is being compared. 

Thus the argument that the monopolistic position of the oil companies 
necessarily involves exploitation of the producing countries, in the sense that 
the countries would be better off if there were extensive competition, is by no 
means conclusive. Nevertheless, the fact remains that the absence of com- 
petition, for whatever reason, does give the oil companies a strong hand in 
bargaining and forces the producing countries to put the emphasis either on 
politics or on the necessity of developing their own ability to run the industry. 
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(6) It is charged that, by restricting the development of trained local 
personnel and by barring access to world oil markets, the oil companies 
interfere with the growth of the producing countries’ ability to run the 
industry. In the first case, the complaint is that the companies fail to hire 
the nationals of the country for senior technical and managerial positions 
and to train local workmen for skilled jobs, thus effectively preventing the 
development of local skills and experience in the industry—that an impor- 
tant industry thereby remains in a very real sense an “ alien ” in the local 
economy. 

Plainly, even if there are very few nationals of the producing country in 
such positions, there is no warrant for assuming a deliberate attempt to harm 
local development, for if a given firm hired men only on the basis of their 
ability to do a job, the proportion of local employees in skilled and senior 
positions would tend to rise only slowly in underdeveloped countries. This 
is widely recognised, but critics insist that the foreign firms have not gone 
sufficiently out of their way, and at their own expense, to train local workers 
and executives. In fact, however, the modern oil company makes serious 
and costly efforts to develop local skills, partly because it needs such skills and 
partly for political reasons; there can be little question that this complaint 
is not well founded to-day, even it if were once valid, for there is strong evi- 
dence that the companies do go as far as is practicable in this respect. 

The second aspect of the charge has more substance; regardless of the 
producing country’s ability to produce the oil efficiently, the control of 
international distribution channels by the major oil companies can be used 
effectively to prevent the country from selling the oil.1_ The major com- 
panies not only can refuse to accept oil offered by a producing country but 
they may also be able to dissuade others from doing so, thus barring markets 
and forcing oil operations to shut down: the country is unable to run the 
industry. 

Again, however, it is not clear that a concerted international attempt 
to break down the control of distribution channels by the major companies 
would, even if successful, benefit the Middle East countries; it is equally 
possible that any benefit would go primarily to the ultimate consumers of oil 
and oil products through a subsequent fall in prices. Perhaps consumers 
are also being “ exploited ” by the oil companies, and it is possible that the 
disappearance of this “‘ exploitation ” would bring in its wake a substantial 
fall in the oil companies’ profits and a consequent fall in the revenues 
received by the producing countries whether or not they ran their own 
industries. Thus the elimination of this source of alleged exploitation might 

1 As noted earlier, it is also alleged that the control of distribution permits the oil companies to 
set arbitrarily low prices at which Middle East oil is sold as it leaves the producing areas and enters 
the world distribution system. This, however, is essentially a question of how the profit to be 
shared should be calculated and becomes part of the profit-sharing agreement. Whether or not 


the producing countries can alter such conditions in their favour depends on their bargaining power 
at the conference table. 
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leave the producing countries with much less than they receive under con- 
ditions in which the oil companies can exploit both their suppliers and their 
customers. 


What, then, can we conclude with respect to the problem of exploitation? 
We have defined it as the use of superior economic or political power by 
foreign interests to prevent a country from making the most profitable use 
of its own resources. Clearly if the destruction of monopoly in the position 
of the oil companies would enable the producing countries to obtain greater 
revenue from their oil resources, we would be entitled to say that they are 
at present exploited by the monopolistic power of the companies. But if 
the facts should be otherwise, and the introduction of a substantial element 
of competition would raise current costs, or inhibit investment, or lead to 
wasteful utilisation of the oilfields in the long run, or reduce prices and 
revenues to such an extent that total revenues to the producing countries 
became less than at present, we could not say that these countries were 
exploited because of the monopolistic organisation of the industry, for the removal 
of the monopoly would not permit a more profitable use of its resources by 
the country. 

Nevertheless, the superior economic power of the oil companies arising 
from their ability to inflict a disastrous economic loss on the producing 
country does give them a bargaining position which holds down the share 
of the profits the producing country can obtain in the oil agreement. Thus 
the producing countries can still complain of exploitation in the sense that 
their resources are being used to earn large profits which do not accrue to 
them. There is no reason from the producing country’s point of view why 
the oil companies should earn greater profits than is necessary to induce them 
to continue investing in the industry and to compensate them for their 
initial risks. In other words, if excess profits are to be earned, a producing 
country can complain of exploitation to the extent to which it is unable to 
obtain them for itself because of the superior bargaining power of the oil 
company; if it could obtain them, the use of its resources would thereby 
become more profitable to the country. Whether this is reasonable, that is, 
whether, from some other point of view, the producing countries should pro- 
perly have such profit is another probiem entirely. Part of what appears 
as profit may really be economic rent attributable to the natural resources, 
and if the rest is basically due to monopolistic organisation which is con- 
sidered necessary for the efficient operation of the industry, a good case can 
be made for the claim of the producing countries. That excess profits, or 
at least large rents, do exist is plainly evident from the mere fact that the oil 
companies can afford to hand over large shares to the governments and still 
find it worth their while to expand their operations and continue their 
investments. Whether the oil companies are giving up all they could give 
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up without making operations unprofitable cannot be decided here; it 
seems improbable. 


III. Reconcitinc ConFiictinc INTERESTS 


The countries consuming Middle East oil want an assured and adequate 
supply of oil at acceptable prices; the countries supplying it want to obtain 
the maximum possible revenue from its sale; the companies producing it 
want a profitable return on their investment. No one wants continuing 
political conflict, but each wants the maximum protection for its own in- 
terests. At present none of these aims can be achieved if the producing 
countries attempt to take over and operate their oil industries without the 
co-operation of the existing oil companies; perhaps as the countries develop 
they may be able in time to handle with reasonable efficiency the extensive 
scientific, technological and managerial problems of running this enormous 
industry, and to reach the point at which they themselves can supply their 
own oil for sale on acceptable terms to the companies controlling the world’s 
distribution systems. That time has not yet come for most countries; _per- 
haps it has nearly come for a few. But nationalisation designed to eliminate 
foreign control would have consequences adverse to all interests at present; 
* nationalisation ” as a formal act leaving the existing companies in effective 
control is, of course, always possible (and indeed even likely before very long 
in some countries) but would solve none of the difficulties. 

There are three other possibilities: (1) matters could be left alone in the 
hope that moderation and good sense will prevail on all sides; (2) the Arabs 
could attempt to create some form of effectual united front for consultation 
and perhaps action in dealing with oil companies; and (3) some form of 
international approach to the problem could be attempted. 

(1) Although under present conditions there is danger of unexpected 
political explosion, actual conflict is not inevitable. It is true that the supply 
of oil is only uneasily assured as the contending groups attempt to maintain 
or improve their positions and that no amount of “ correct” behaviour on 
the part of the oil companies, of assurance that their intentions are good and 
their acts benevolent, nor demonstrations that the results of their operations 
are beneficial all around, will change the fundamental feelings of the pro- 
ducing countries that these powerful foreign interests are getting more than 
they should from the oil Allah has provided. On the other hand, although 
the oil companies must consider their ‘‘ duty to shareholders ” and do not 
and cannot look upon their activities as simply a “‘ task of trusteeship ” + for 
the producing countries, their tendency is to go very far to meet the demands 
and respect the feelings of the producing countries. They have placed 


1 Stephen H. Longrigg, op. cit., p.48. Mr. Longrigg, in his able and sympathetic exposition 
of the history of the oil companies in the Middle East, swings uneasily between these two points of 
view. 
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nationals of the countries on their boards of directors, they have agreed to 
outside arbitration of disputes, and have virtually accepted the principle that 
existing contracts may be re-negotiated as circumstances change. It seems 
highly probable that increasingly greater shares of profit will be demanded 
by the governments. But if both sides have a genuine desire to avoid 
political conflict, it is possible that these demands will not be pressed too far 
and that the companies, for their part, will believe that political explosions 
are too dangerous to be risked, that it is preferable to continue to accept the 
government’s demands so long as it is at all profitable to remain in the 
Middle East. Thus the various problems may be ironed out as they arise 
by negotiation between companies and governments as they have been in the 
past, with grumbles on both sides but few serious disturbances. 

(2) Advocates of the political “ unification ” in some sense of the Arab 
world argue that concerted action by all oil-producing countries in the 
Middle East would remove their bargaining weakness and even give them 
the upper hand.?' Apart from the very real difficulties in obtaining such 
unity between countries whose national interests with respect to oil produc- 
tion differ substantially in many respects, this argument has substantial 
validity in the short run; a single producing country is obviously more vul- 
nerable than the group combined. But even for the group as a whole there 
is considerable risk in relying on the effectiveness of joint action, for though 
Middle East oil is low cost, fear on the part of the consuming countries of 
political instability or of extreme dependence on the whims of Middle Eastern 
governments would intensify the development, not only of new sources of 
oil, but also of substitutes for oil. This process has already gone a consider- 
able way, and the producing countries would do well to remember that 
world supply conditions can change rapidly in times of crisis. Thus, even 
though concerted action would strengthen the bargaining position of the 
producing countries, it would not resolve the political tensions nor ensure 
that either their own economic interests or those of others would be advanced. 

(3) In the minds of the people of the Middle East, the Western govern- 
ments cannot escape responsibility for the position or actions of the oil com- 
panies whose relations with the producing countries must inevitably become 
in some degree entangled with their politics. Many of the difficulties arise 
because the oil companies are themselves international organisations, their 
activities transcending national boundaries, their interests and powers of 
control involving many peoples and governments, yet subject to the effective 
scrutiny, let alone supervision, of none. It is unrealistic to think that oil 
relationships with the Middle East can be put on a “ business basis ” and the 
question may be fairly asked whether the Western governments should stand 


? At present the Arab League is promoting conferences and discussions among the Arab countries 
with a view to obtaining a “ unification ” of their oil policies. One of the most discussed projects 
involves the construction of an Arab fleet of tankers which is presumably partly intended to weaken 
the transportation monopoly of the major companies. 
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aside and leave their oil relationships with the producing countries solely to 
such business and commercial interests. Perhaps the more hopeful long-run 
solution to this type of problem lies in the creation of some form of consulta- 
tive international body representing all groups, including producing 
countries, oil companies, the consuming public, the interested as well as 
“neutral” governments (including perhaps some of the non-producing 
countries in the Middle East), and well staffed with economic and technical 
experts empowered to investigate all aspects of the operations of the com- 
panies—their costs, their financial interrelationships, the nature and effects 
of their agreements and operating policies, the way in which their prices are 
fixed at all levels of operation. Such a body could have many advantages: 
it could provide a consultative group where disagreements could be discussed 
and also an independent source of information; it could reduce the feeling of 
dependence in the producing countries on the goodwill of the oil companies; 
and it could certainly help to make information more readily available; for 
at present the serious student of the problem finds important facts missing. 
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THE FORMULATION OF DEVELOPMENT PLANS 
IN THE BRITISH COLONIES 


I 


Att British colonies now formulate development plans, allocating 
capital becoming available to them to different projects. This seems a 
necessary exercise so long as considerable funds are channelled through 
public bodies, both on the granting and receiving sides. The type of plan 
prepared to-day by colonies was initiated by the Colonial Office in 1945, 
and designed to cover expenditure for the ten-year period 1945-55. Sub- 
sequently, plans were prepared for a five-year period, 1955-60. Capital aid 
from Britain began in 1929, but between 1929 and 1945 plans were not pre- 
pared as at present, integrating finance from Britain, local taxation and loans. 

The post-war plans have not been a signal success, as indicated by cases 
of inability of achievement, under-utilisation of completed projects and the 
necessity of very frequent revisions. 

This article 1 discusses the size and composition of the plans of many 
of the British colonies, in an effort to discover the weaknesses in plan for- 
mulation. Under the question of size, there appears no relation between 
the amount of the total development budget and either British grants which 
form part of it or any such principle as capacity for development, richness 
or poverty, of the area. Further, the composition of plans appears seriously 
at fault in the sense that there is a lack of co-ordination between individual 
sector plans. Such co-ordination is essential both for testing each sector 
plan against resources, which is attempted only in a minor way, and for 
testing against expected future demand, which is attempted still less. 

On the problem of size, more connection might be expected between 
allocation of funds by Britain and the economic characteristics of an area, 
and between other sources of funds (largely under the control of the Colonial 
Office) and such characteristics. This might be expected in view of the 
declared aim of maximum economic expansion of the Colonial Empire.* 

When we come to composition, it appears that economic analysis could 
really come into greater play. For the techniques of input-output analysis, 
and possibly linear programming, are well designed for the calculation of 
total repercussions, both on the supply and demand sides, following expan- 
sion in each individual sector. It is not denied that serious problems need 

? For helpful comments, I am indebted to Professor Alan Peacock, Mrs. Ursula Hicks, Mr. 
Basil Yamey and Mr. Parry Selwyn of H.M. Colonial Office; none of these, of course, must be 
identified with any views in this paper. 

* For a government statement to this effect, see Hansard, 1954-55, Vol. 535, p. 554. 

* The “ doctrine of balanced growth” (the literature relating to which may be seen in M. 
Fleming, “‘ External Economies and the Doctrine of Balanced Growth,” Economic JouRNAL, 


Vol. LXV, June 1955), where payments to factors of a “‘ new” enterprise provides demand for 
No. 274.—voL. LXIXx. s 
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operating strongly in the allocation of aid. This is certainly true, but we 
have already tried to minimise their effects by excluding from the table 
colonies particularly affected, e.g., Cyprus, Kenya, Gibraltar, Malta, Aden. 
This still leaves wide divergencies. 

A second hypothesis is that the amount of aid (and also the amount a 
colony is expected to raise locally) is related to the poverty or richness of 
an area, or what comes to the same thing, the degree of development 
already reached. The obvious index here is gross domestic product per 
head. Columns (3), (5), (7) and (9) in Table I relate the expected receipts 
from each source of finance and gross domestic product per head. 

It is clear that little positive correlation exists between aid given (or the 
amount from local sources) and gross domestic product per head. Thus 
grants from Britain do not.seem apportioned to current standards of living 
in colonies either in an absolute sense (C. D. & W. funds per head) or a 
relative sense (proportion of the plan met by C. D. & W. funds).? 

We shall turn now to present practice in respect of the second aspect of 
development plans, the allocation of total funds among investment possi- 
bilities within a country. The main factors which appear to determine 
distribution in the British colonies are as follows. The first task for the 
governments involved appears to be to find an appropriate balance between 
*‘ social”? investment (health, education, etc.) and “ productive” or 
“economic” investment. This balance is based on socio-political ideas, 
varying from colony to colony. Within the “ productive’ category dis- 
tribution is based on some kind of economic criteria, qualitative rather than 
quantitative. The approach often leads to a “‘ one-sector ”’ concentration 
in “ productive” investment. All decisions are influenced, further, by 
the bargaining strengths of existing interests. We shall try to show these 
determining factors at work before criticising the procedures. 

The concern for balance, particularly between so-called “‘ productive ” 
and “ social” investment, often appears to be the dominant consideration. 
This can be seen in several plans. For instance, in the Fiji plan,® the 
dropping of a large hydro-electric project “ meant that more than half a 
million pounds had to be deducted from the provision for economic develop- 
ment projects and the first serious signs of lack of balance appeared.” 
Again “a study of the balance (in 1952) as between the various types of 


1 See A. R. Prest, ‘‘ The Role of National Income Estimates in the Statistical Policy of Under- 
developed Countries: A Comment,” Review of Economic Studies, 1953-54, Vol. XXI (3), No. 56. 
In arguing for emphasis on national-income estimates, Dr. Prest considered that one of their 
important uses might be to give a guide to granting governments in the disbursement of funds to 
colonies. The British Government certainly does not use colonial national-income figures in this 
way. 

2 When the colonies in the Table are ranked in descending order of (a) proportion of plan 
financed by C. D. & W. funds, and (4) per capita C. D. & W. grants, the rank correlation co- 
efficients with per capita gross domestic product, for what they are worth, are: (a) +0-25; (4) 
—0-45. 


3 Report of the Economic Review Committee. Legislative Council Paper No. 12, 1953. 
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projects showed that . . . the social services had crept up and were out 
of proportion.” In the Tanganyika plan? “it is suggested that a fair 
balance . . . has been achieved.” Kenya®* provides a nice example of 
socio-political forces at work, for in attempting to find the “ correct ratio 
of directly productive projects to those which yield a long-term or indirect 
effect,” two distinct views emerged on the Development Committee, each 
obviously actuated by different political ideas. The majority view con- 
sidered that whilst minimum social services were desirable, they should 
not be provided unless the country can bear the heavy capital costs involved 
(in addition to those involved in making “‘ productive ” investments). The 
Minority Report took the view that the available funds should be devoted 
to “ (1) education of the children, (2) mass education and adult literacy, 
(3) provision and expansion of health services, and only after these three 
groups of services have been adequately supplied, to schemes for agricul- 
ture and industrial expansion.” The Jamaica plan was based largely on 
the report of the I.B.R.D. mission to Jamaica. The mission reported thus 
on this topic: 


“We have included the basic services, particularly education, public 
health, and housing, in the scope of the Development Programme. 
Here the primary task was to find an appropriate balance between 
expenditures in these fields and those more directly related to produc- 
tion. We have recognised that some development of the social services 
is essential to the improvement of productive efficiency, but at the 
same time we have been aware of the danger of raising these services 
to standards which the economy would be unable to support.” 


With different social and political forces operating in different territories, 
variations in the balance decided upon between “ social ” and “‘ productive ” 
investment are not surprising. Table II illustrates these variations in 
countries for which it has been possible to derive appropriate statistics. 

In the decisions on balance within “‘ productive ” investment, we should 
expect to find economic ideas more prevalent. But perhaps balance is an 
inappropriate word here. For it is characteristic of this part of the plan that 
extreme concentration is frequently placed on one sector, a procedure 
which strongly suggests a non-integrated plan. 

Transport and communications is a sector often singled out for special 
development. Thus Sarawak ‘ is devoting 54% of the total funds in the 
plan to this sector, and only 14% to agriculture and fisheries and fuel and 
power. The Federation of Rhodesia and Nyasaland 5 is devoting 40% to 
this sector and 4% to agriculture. 

1 The Development Plan, 1955-66. Capital Works Programme, 1955. 
* The Development Programme, 1954-57. Sessional Paper, No. 51, 1955. 
3 Report of the I.B.R.D. Mission to Jamaica, 1952. 


* The Development Plan, 1955-60. Report by the Development Secretary and Chairman of the 
Board, 1954. 


° The Development Plan, 1955-59, presented to the Federal Assembly, June 1955 (cyclostyled). 
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On the other hand, agriculture is itself singled out by some territories. 
The Fiji! plan considers that “ the economy of Fiji must for many years 
be based on agriculture and that the quickest and surest way of increasing 
the national income is to be found through the development of agriculture.” 


TABLE II 


Development Expenditure on “* Social”? and “‘ Productive ”’ Investment 























** Social ” ** Productive ” Not 
Territory. investment investment classified 

(%)- (%)- (%)- 
Sarawak . ‘ . , ‘ 25 68 7 
Trinidad and Tobago . ; ‘ 18 76 6 
Fiji 4 ‘ ‘ ‘ ‘ : 23 70 4 
odesia and Nyasaland ‘ : 34 64 2 
Kenya ; A : . : 40 40 20 
Tanganyika ° . ° ° 24 68 8 
Uganda. ‘ ‘ . . 35 47 18 

Notes 


1. ‘‘ Social” investment covers medical services, education and housing. 
2. “ Productive” investment normally includes the development of natural resources and 
communications. 
3. In the “‘ Not classified ’’ category are placed reserve or contingency funds and investment in 
pain not unequivocally falling under the other two heads. These projects are usually public 
uildings connected with general administration or internal security. In the case of Rhodesia and 
Nyasaland, some public building is unavoidably included in “ social ” investment. 


Accordingly, a larger percentage is devoted to the development of national 
resources than to communications. In the case of Jamaica, the I.B.R.D. 
Mission wrote: “ this Report places emphasis upon Agriculture. In part 
this is a recognition of the dominant place of agriculture in the economy. 
. . . In even greater part, however, it reflects the Mission’s conviction 
that the potentialities in this field are far greater than has generally been 
assumed in the past.” In British Guiana,” the I.B.R.D. recommended a 
greater investment in agriculture than transport, even though the latter 
had been given special attention. 

A third factor mentioned earlier, which influences the allocation between 
different investment projects, whether “social” or “ productive,” is the 
bargaining strength of existing interests, usually in the shape of departments 
of government or semi-public corporations. Thus if an agriculture depart- 
ment is already strong, a greater proportion than otherwise is likely to be 
devoted to agriculture, whether or not that sector is relatively under- or 
over-developed. ‘This assertion is naturally difficult to document, but we 
do get a slight glimpse behind the scenes in the Uganda® plan: “ The 
detailed phasing of the plan was not concluded without difficulty, in the 


1 Op. cit. 
2 Report of the I.B.R.D. Mission to British Guiana, 1953. 
3 A Five-year Capital Development Plan, 1955-60, 1954. 
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face of the understandable wish of all Secretaries and Heads of Depart- 
ments to have their capital works executed early rather than late.” 

How can the plan have been devised as an inter-dependent whole, when, 
as in the Sarawak? 1955-60 plan, “in several cases, detailed plans have 
yet to be prepared,” though for other sectors the plans are complete? 
Again, the Tanganyika ! 1955-60 plan “‘ does not purport to cover all Government’s 
activities in the direction of ‘ development.’ In particular, it does not expose 
in any detail that part of Government’s policy which is directed to the 
encouragement and assistance of local development plans of the kind that 
are formulated and carried out by Town or County Councils or by Local 
authorities.” It is true that the report recognises the need “ to dovetail 
these plans into the Central Government’s plans both in respect of natural 
resources and communications, in such a way as will derive a maximum 
advantage from the complementary application of local and central re- 
sources of finance and manpower.” ? But the sector estimates have been 
drawn up before this has been done, so there may be a much greater total 
call on some sector than has been allowed for. 

Some of the I.B.R.D. Missions were certainly aware of the need to take 
account of inter-dependence between sectors in formulating the plan. But 
this was done qualitatively rather than quantitatively. For the latter 
approach, statistical knowledge of input-output relations is required which 
was not available to them. But further, their approach appears to 
have been partial, in the sense that only some sector inter-dependencies 
were taken into account, and further, only primary repercussions were 
allowed for. If building and electricity requires skilled workers, training 
skilled workers requires, in its turn, building and electricity. 

These criticisms may be substantiated by the following extracts. In 
British Guiana, “‘ the proposed transport programme is closely tied to 


agricultural development. . . . The forestry programme aims to increase 
the production of timber products . . . for building materials . . . in 
housing and transport. . . . The social sector provides for an expansion 


. . . to meet the growing needs of the economy for skilled labour.” But 
these inter-dependencies are not taken into account quantitatively. Thus 
“in order that the transport and communications system may serve ade- 
quately and economically a growing and developing economy, the mission 
recommends an investment in this sector second only to agriculture ” and 
“Because transport and communications have been relatively neglected 
in the past, the recommended investment programme in this sector is 
second only to agriculture.” Whilst there is some recognition of the 
inter-dependence of the transport sector with others on its output side, there 


1 Op. cit. 

* But no dovetailing with the development plans of the East African Railways and Harbours 
Administration or East African Posts and Telecommunications Administration is envisaged. 

> Op. cit. 
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is not on its inputs side. Nor is there any reference to secondary and tertiary 
repercussions. 

Similar considerations apply to the Jamaica? report. In the case of 
British Honduras,” whilst the quality of manpower is recognised as a main 
factor limiting progress, to be repaired through education, it is strange to 
find only 6% of the plan devoted to education for 1952— 60, surely a figure 
not determined on inter-dependence grounds. 

The Nigeria I.B.R.D. Mission * report comes nearest the desirable pro- 
cedure. “The programme is an integrated one: the component parts 
complement and support each other. Development in one sector affects, 
and is in turn affected by, developments in others.” This admirable state- 
ment of principle does not appear to have been carried quantitatively into 
the recommendations. Expansion in every sector is dependent on skilled 
man-power, the Mission considers. But we do not find their education 
expansion to be based on series of labour-output coefficients in conjunction 
with the proposed expansions in other sectors. Instead, the education 
expansion appears to have been decided on rather general grounds: “ The 
pace of educational advance and the formulation of a financial programme 
for the period ahead are affected by a variety of factors, including popular 
interest in education, financial resources, the extent of organisational and 
managerial ability, and most important, the number of trained teachers 
available.” There is no mention of the quantitative need by administrative 
services, transport, posts and telegraphs, electricity and water works, 
mechanised agriculture, etc., for skilled and semi-skilled people. Still, the 
approach of the Nigeria Mission is a considerable advance on the plans of 
some other territories. 

The conclusions which we think it fair to draw from this discussion of 
present practice in relation to the formulation of development plans are 
as follows: 


(i) The allocation of funds by the British Government does not 
follow any consistent principle, neither economic return nor relative 
overall poverty nor the anticipated need for social services, etc. A 
multiplicity of factors appears to be working, which probably includes 
past performance, extent of proved but undeveloped natural resources, 
strength of pressure groups, etc. 

(ii) The allocation by receiving governments between investment 
possibilities is determined more by socio-political ideas and bargaining 
strengths than economic criteria, often leading to an “ all-or-nothing ” 
approach to sector allocation. This does not seem consistent with the 
usual aim, declared or implicit, of maximum expansion of real income. 


1 Op. cit. 
2 Report on British Honduras, prepared for the I.B.R.D. by D. L. Gordon, 1954. 
3 Report of the I.B.R.D. Mission to Nigeria, 1954. 
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(iii) There is no integration of the plan in order to allow for the 
repercussions and counter-repercussions in the many sectors following 
an expansion in one sector. Nor is there any testing against resources, 
a procedure for which this integration is necessary. 


III 


It is suggested that economic analysis could be used to give a more 
consistent and rational] approach in the formulation of plans. Improve- 
ments could come along the following lines: allocation by the granting 
government to receiving governments more according to principle, alloca- 
tion by receiving governments between competing investment possibilities 
giving more weight to economic criteria, and the fuller recognition of the 
inter-dependence of the economy in formulating an integrated plan. 

The first point, allocation by the granting government, is of rather a 
different order from the other two. Some assistance towards solving the 
latter two problems might be obtained from input-output analysis, and this 
is taken up after a discussion of the first question. 

We desire to seek some principle which should govern a granting govern- 
ment’s disbursements to underdeveloped countries. The decision is be- 
devilled by strategic and political considerations, but ignoring those cases 
where these will be overwhelmingly important, we might consider two pro- 
cedures which would make the process more meaningful. A straightforward 
allocation to achieve maximum return would involve a ranking by the 
Colonial Office of all possible investment projects in all colonies in terms of 
some criterion of economic return. Those projects would then be financed 
down to a certain level of return (and each to the extent that it gave that 
return) until the (fixed) Exchequer grant were exhausted; similarly with 
the allocation of permission to proceed with the raising of loans. With 
the addition of that proportion of its ordinary revenue that a colony thought 
it could put aside for development, the total size of the development plan 
would be determined, as would the broad lines of distribution within the 
country. 

A major drawback of this method is that there would occur little “ social ” 
investment, which is characterised by long-term, indirect benefit rather than 
an early pecuniary return. 

Our second suggested method takes care of this difficulty. It is proposed 
that C. D. & W. funds, being the sole source where return is not necessarily 
important, be used to finance the “ social” part of the plan. The alloca- 
tion could be made according to some rough idea of common standards 
of social security in the colonies. Some allowance could be made for 
countries in different stages of development, but some such common prin- 
ciple would be more meaningful than the extremely variable proportions of 
funds at present devoted to social services in various colonies, proportions 
decided by personalities and pressure groups within the territories. This 
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‘ ’ 


method would then bring together the “ economic” investment and the 
“economic” sources. For productive investment could be met only by 
loans on which interest had to be paid, or home finance, for which sacrifices 
in consumption had to be made. 

We shall proceed on the assumption that minimum social services have 
been met by interest-free grants. The government of a colonial country 
is then left with the task of making the “‘ economic ”’ part of the develop- 
ment plan as great as possible, allocating it between projects, and seeing 
that it is integrated to take account of inter-dependence and that it is feasible 
in terms of resources. We shall examine each of these three stages in the 
formulation of the plan. 

Prior to that, however, we should state that the task as a whole can be 
satisfactorily performed only if the plan covers not only public investment 
but private investment as well.t_ Such an extension is necessary for a num- 
ber of reasons. For one, it is economically desirable to avoid duplication 
in the sense that both public and private investors see an opportunity as 
high-yielding with the result of over-capacity in that sector. Another 
reason is that full integration and testing against resources is obviously only 
possible if all investment is taken into account; otherwise, for instance, the 
total increased demand on some supplying sector as a result of public plus 
private investments in others may not be properly foreseen by either the 
public or private investor separately. This extension of the plan does not 
imply control of private investment in any sense. 

The first task for the government of an underdeveloped country is to 
decide on the total size of the plan. Earlier on, we listed the sources of 
finance for such a country. We are assuming that gifts from other countries 
are used up for the provision of social services. In most colonial under- 
developed countries, domestic private saving 2 and domestic public loans 
are not likely to be very important. Loans raised abroad are, as far as 
those raised on the London market are concerned, fairly closely regulated 
by H.M. Colonial Office and H.M. Treasury.? It appears that the amounts 
obtainable from several sources are virtually fixed: the government has 
an important degree of freedom only in maximising private capital flowing 
from abroad and determining the amount of ordinary public revenue to 
be devoted to investment. 

1 This does not occur in any of the plans under consideration. For example, though the 
I.B.R.D. Mission to Malaya (Report, 1955) declared, ‘‘ Essentially, our recommendations for 
government action and investment are for the fostering and assistance of private development,” 
there is no real attempt to link development with what is specifically expected in the private sphere. 

2 Marketing Board surpluses are being considered a direct tax on producers rather than 


** voluntary ” saving by producers. 

3 H. H. King’s view in “‘ Sterling Balances and the Colonial Monetary System,” Economic 
Journat, Vol. LXV, December 1955, that a colony can borrow any reasonable amount, given “ 
sound government borrowing programme and development plan,” does not take account of the 
general surveillance over both colonial borrowing and development plans that is exercised by the 
Colonial Office and the Treasury. 
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The weapons for maximising inflows of private foreign capital include 
the granting of tax concessions, subsidies and monopoly rights, the provision 
of certain services and the carrying on of propaganda abroad. 

The exercise of these weapons provides a task for economic analysis: 
to estimate reactions of various types of investors to various weapons. It 
also presents the first of several forecasting problems which a country has 
to attempt to overcome in preparing its development plan. 

The size of the proportion of national income that underdeveloped 
countries might save has been extensively discussed.1 We do not intend 
to enter into it here, but only to put the matter in the context of the whole 
problem. 

So much for the total size of the plan. The other two stages in the 
formulation of the plan are allocation between projects and overall integra- 
tion. It is intended to discuss these only in a general way in the present 
paper. The two processes may be separated. Capital may be appor- 
tioned between sectors according to capital-output ratios, the social pro- 
ductivity of capital or more complex schemes. This does not necessarily 
carry with it an assurance of integration; some modification may have to 
be made to the criterion to obtain consistency with limits on resources on 
factors other than capital, and to take account of demand patterns of final use. 

We can remain agnostic about the use of the various criteria put forward, 
and still plead for integration through input-output analysis, so that pro- 
jects are completed and utilised, however chosen. 

Assuming this position, we can briefly mention the practical economic 
tasks which need to be undertaken. Input-output tables for the economy 
are required, and some forecasting on the demand side is likely to be 
desirable.‘ - 

We have stressed the need for the development plan to take account 
of private as well as public investment. The input-output approach 
naturally does so, for all sectors of the economy are included in the input- 
output tables. It will be necessary to form some estimate of the total and 
the direction of private capital becoming available (usually an inflow from 
abroad). Then the plan can be integrated in an economy-wide sense. 


1 For instance, in the work of Simon Kuznets, Colin Clark and W. A. Lewis. 

* For a technical discussion see Chenery and Kretschmer, “‘ Resource Allocation for Economic 
Development,” Econometrica, October 1956, and Ghosh, ‘‘ Input-Output Analysis, Allocation, and 
Development Planning,”’ Economica, February 1958. 

* This aspect of investment criteria has been the subject of long-standing discussion by J. J. 
Polak, A. E. Kahn, H. B. Chenery, W. Galenson, H. Leibenstein and O. Eckstein in the Quarterly 
Journal of Economics. : 

* These statistical aspects of plan formulation are dealt with in detail in a forthcoming article. 
In the case of demand it might be mentioned that there are distinct possibilities of forecasting home 
income-elasticities. Export demand is a complication, but short-term forecasting is not out of the 
question; plans for the export sectors must, perhaps, be kept flexible and short-term. Those who 
try to escape these problems, ¢.g., Ghosh, op. cit., by assuming a “ centrally-determined social 
welfare function ” would seem to be in great difficulties, especially in respect of export demand. 
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IV 


This article has been critical of present practice in the distribution of 
capital funds to the colonies by the British Government, and the allocation 
of the capital available between competing investment possibilities by 
Colonial Governments. The general aim we have assumed, namely rapid 
increase in real income, seems to conform to reality. In this light, it has 
been suggested that present practices do not achieve the best result possible. 

It has been tentatively suggested that C. D. & W. funds could be used 
to finance “ social ” investment in colonies, whilst, more definitely, we have 
suggested that plan formulation within a colony could benefit from a fuller 
application of economic analysis; the sector plans could be more integrated 
(covering private investment as well) using input-output analysis, so that 
development planned in any one sector is feasible in terms of supplies 
(existent or planned) from other sectors, including labour, and realistic in 
terms of expected demand patterns. 

Douctas DossEr 


University of Edinburgh. 
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A SAVINGS AND INVESTMENT APPROACH TO 
DEVALUATION!? 


1. Tue object of this paper is not to say anything new, but to present 
in a compact and intelligible form, without the technicalities which are 
readily available elsewhere, what is to the best of the author’s understanding 
the present state of the analysis of the effects of devaluation. The theory 
of the balance of trade? usually starts with an account of the relation 
between changes in a country’s imports and exports and changes in the 
levels of income and employment at home and abroad. This type of 
analysis is known in economic jargon as “ the foreign-trade multiplier.” 
This analysis employs a set of concepts such as income and investment which 
are familiar to anybody who has studied national income and employment 
theory. 

2. The analysis then goes on to a second method of adjustment in the 
economic relations between countries, that which considers the effects on 
the balance of trade of changes in relative price and wage levels in two 
countries. The simplest form that such relative price changes can take is 
that where each country’s prices in terms of its own currency remain con- 
stant, while one country’s currency is devalued, i.e., there is a reduction in 
its price in terms of units of the currencies of the countries making up the 
rest of the world. This analysis is also readily comprehensible, since it 
employs concepts of the elasticities of supply and demand familiar from the 
theory of market equilibrium. Usually, however, the complexities of a 
taxonomic discussion of the possible results of devaluation under various 
conditions of supply and demand elasticities hold the forefront of the 
analysis. Some perfunctory reference is often made to the multiplier effects 
of any change in the balance of trade brought about by the operation of 
the various elasticities, but the changes in savings and investment involved 
are rarely accorded any major importance. 

3. It is almost invariably apparent, when pupils who appear to have 
mastered both the types of analysis above are questioned about the effects 
of devaluation by a country suffering from internal inflation, that the 
importance of the national-income accounting aspects of devaluation has 


1 The author is indebted for comments and suggestions to Professor J. Jewkes and Mr. K. M. 
Savosnick, who are not, however, responsible for any of the views expressed. 

* In what follows it is assumed for simplicity of exposition that there are no capital movements 
and no international payments of property incomes, so that “‘ balance of trade” is used below as 
a synonym for “ balance of payments on current account,” and a surplus or deficit on current 
{account is assumed to lead to an equal rise or fall in the size of a country’s foreign-exchange reserves. 
Where there are capital flows, appropriate adjustments must be made to the text, but the basic 

alysis of the effects of devaluation on the balance of trade is left unaltered. 

* The classical exposition of this type of analysis is that given by Mrs. J. Robinson, ‘‘ The 
Foreign Exchanges,” Essays in the Theory of Employment, pp. 134-55. 
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not really been grasped. Intellectually it is unsatisfactory that pupils are 
prepared first to accept an account of the balance of trade as being deter- 
mined by savings and investment, and then to switch to an analytical 
scheme under which imports and exports are determined as the result of 
the interplay of supply and demand in particular markets, with no reference 
at all to savings and investment. This must imply either that they are 
not taking the subject seriously or that they can sense the difficulty but are 
baffled in seeking from the standard references on the subject any clues 
as to how the difficulty should be stated, let alone resolved.1 It is also 
disquieting to think that teachers of economics are losing an opportunity 
to help pupils to base their future opinions about the advisability of de- 
valuation as a means of public policy on a real grasp of the mechanism 
involved. 

4. The starting-point for a sensible account of how devaluation is 
supposed to work must be national-income theory. Starting from first prin- 
ciples, in the world as a whole income and expenditure must be equal. In 
any one country, however, some incomes may be derived from the sale 
of goods * to foreigners, and some expenditure may be devoted to the pur- 
chase of foreign goods. For each country taken separately, imports and 
exports need not be equal. However, in each country incomes must be 
derived from the sale of goods either to home consumers or to foreigners or 
for use in home investment; while incomes must either be expended on the 
purchase of consumer goods from home producers of from foreigners or it 
must be saved. Thus, cancelling out sales and purchases of goods from 
home producers by home consumers, which are identically equal, 


Exports + (home) Investment = Imports + Savings 
or, re-arranging the terms, 
Exports — Imports = Savings — Investment 


i.e., a surplus of exports over imports (a positive or favourable balance of 
trade) must imply an equal excess of savings over home investment. 

5. This means that any measure of public policy which is intended to 
improve the balance of trade, by increasing the excess of exports over 
imports, or by decreasing the excess of imports over exports, must necessarily 
and at the same time involve an increase in savings relative to home in- 
vestment.? Any method which does affect the relation between savings and 


1 A good source for clues about the nature of the difficulties is ‘‘ The Inappropriateness of 
Simple ‘ Elasticity’ Concepts in the Theory of International Trade,” by T. Balogh and P. P. 
Streeten, in the Bulletin of the Oxford University Institute of Statistics, Vol. 13, Nos. 3 and 4, April 1951. 
This, however, does not provide any coherent answer to the problems it raises. 

2 In what follows, “‘ goods ”’ includes services. 

3 The best treatment known to the author along these lines, and one which has provided him 
with the major part of the inspiration for his own thoughts on the subject, is an article by Alexander, 
“The Effects of a Devaluation on a Trade Balance,” I.M.F. Staff Papers, April 1952. This is 
rather too complex for use as an elementary treatment, however, and it does not distinguish clearly 
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investment must affect the balance of trade, and any method which fails 
to affect the relation between savings and investment must ipso facto fail 
to improve the balance of trade. This is equally true whether the method 
concerned is fiscal policy, monetary policy, devaluation, tariffs and sub- 
sidies, or direct controls on foreign trade. Furthermore, these conditions 
must be satisfied in the rest of the world as well as in the country in which 
the devaluation or other policy measures are applied. 

6. If devaluation is to be considered in this light, how and under what 
conditions can it be expected to succeed in bringing about an increase in 
savings relative to home investment? Obviously a decrease in investment 
is unlikely to result from devaluation; if the devaluation brings about an 
improvement in the balance of payments, and the multiplier effects of this 
involve an increase in the size of the national income, this may be expected, 
if anything, to tend to increase the apparent profitability and therefore the 
quantity of investment. Thus the most favourable plausible hypothesis 
about the effect of devaluation on home investment is that it remains un- 
changed in real terms. 

7. How, then, we are left to ask, does devaluation tend to bring about 
an increase in savings? The most important determinant of savings, both 
as suggested by Keynesian analysis and by statistical observation, is the 
level of the national income. Thus the most favourable circumstances for 
an improvement in the balance of trade following devaluation are those 
in which an increase in the level of the national income, in real terms, 
can most easily be brought about, 7.e., a position of general Keynesian 
unemployment. This surely helps to account for the rise of theories 
concerning the advisability of the use of devaluation as a means of inter- 
national adjustment during the 1930s, and the succeeding years, in which 
the thirties were still the standard by which people formed their concepts 
of a normal state of affairs. 

8. Under conditions in which an increase in output and employment, 
and therefore in income and savings, can readily be brought about by the 
application of more effective demand, there are two ways of providing the 
increase in effective demand. One is to increase “‘ autonomous expendi- 
tures,”’ 7.¢., home investment or government spending, in the home country, 
or to decrease its average propensity to save by fiscal means, such as income 
redistribution in favour of low-savers. The other method is to divert away 
from foreign and on to home resources the multiplier effects of the existing 
total of autonomous expenditures at home and abroad. This increases 
home employment, income and savings, but at the same time it decreases 
them abroad, which accounts for the appellation “‘ beggar-my-neighbour 





enough between the comparative statics effects of an established alteration in the exchange rate 
and the once-for-all effects of the change itself, ¢.g., on the demand for cash balances when prices 
change during the process of adaptation to the new equilibrium situation. 
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remedies ” given to competitive devaluation in Mrs. J. Robinson’s classical 
analysis of devaluation. 

9, While devaluation when used alone in conditions of general under-full 
employment may fairly be described as a beggar-my-neighbour policy, it 
is not necessarily fair to make this criticism if it is used in conjunction with 
measures to expand the level of autonomous expenditure, or to reduce 
the propensity to save; for these other measures, taken alone by any one 
country, tend to worsen its balance of trade. Thus a country may be faced 
with the choice between internal expansion of autonomous expenditures 
plus a sufficient degree of devaluation to divert enough effective demand 
back to its own resources to keep its balance of trade satisfactory; or doing 
neither and remaining depressed. As this latter course would be no better 
for other countries than the first alternative, but worse for the country 
itself, the others as a whole! have no reasonable grounds for complaint 
if one country chooses to expand its own economy, but to devalue so as 
to keep the benefits to itself. 

10. Under conditions of full employment, however, whether of labour 
or other resources, a country’s savings cannot hope to benefit as the result 
of devaluation in the same straightforward way. If there is no tendency 
for savings to rise, but foreigners attempt to buy more exports, and home 
consumers attempt to buy more home-produced substitutes for imports, 
then the effects can only be inflationary, and are liable to cause increases 
in home prices and costs which wipe out the initial price-advantage given 
by devaluation. In fact, as the process of inflation, once started, tends to 
be cumulative, the result of an unsuccessful attempt to cure a country’s 
payments problem by devaluation may actually be to lead to a final position 
with a higher price level relative to the rest of the world than it had before 
devaluation. 

11. Thus devaluation in circumstances of full employment can only be 
expected to succeed in improving the balance of trade if it somehow entails 
a rise in the propensity to save of the devaluing country. There are some 
ways in which this might take place; if the inflationary process which 
follows devaluation involves a shift in real incomes from classes of the com- 
munity with low savings propensities to others with high ones, ¢.g., from pen- 
sioners to entrepreneurs, then savings could rise. A second possibility 
arises if, when demand increases, sellers allow waiting lists for their products 
to form or lengthen instead of, or in addition to, raising prices. The 
amounts of savings and home investment actually carried out, as distinct 
from planned, may then be affected by the degree of priority given to export 

1 However, the effects of devaluation plus an increase in the level of autonomous expenditure 
in one country may be that the devaluation raises exports to and cuts imports from one group of 
foreign countries, while the expansion of imports due to increased incomes mainly benefits the 
exporters of a second group. Thus the process as a whole may give rise to a need for adjustments 


abroad, and may possibly lead to retaliation from those foreign countries whose balances of pay- 
ments suffer in the process. 
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orders in the administration of the queues. Home investment may be cut 
via a diversion of investment goods to export markets, or savings increased 
via a diversion of consumer goods to foreign purchasers. 

12. It must be remembered, however, that analogous causes could lead 
to opposite effects on savings and investment in quite plausible cases, ¢.g., 
where inflation involves shifts in real income from high-saving landlords 
to low-saving tenants via fixed rents, or where firms faced with long waiting- 
lists prefer to give priority to home customers because of greater risks in 
export markets. In any case the amount of benefit to the balance of trade 
likely to result from shifts in the savings propensity enforced by inflation 
does not appear likely to be large enough to justify the social consequences 
of inflation. Thus it is a fairly adequate generalisation to say that in 
circumstances of full employment devaluation used in isolation from other 
means of public policy is likely to be ineffective; this conclusion does not 
depend on the detailed assumptions made about price-elasticities of supply 
and demand in import and export markets. 

13. It must not be concluded, however, that under conditions of full 
employment devaluation cannot effectively be used as part of a co-ordinated 
policy, involving fiscal and other means of influencing the level of effective 
demand as well as devaluation itself. The place of devaluation in such 
a co-ordinated policy is best seen by taking the case of a country which 
has just sufficient effective demand to keep its resources fully employed, 
but not more, and considering the effects of a cut in the level of effective 
demand on the level of incomes and on the balance of trade. Here the 
orthodox theory of the foreign-trade multiplier tells us that, neglecting 
repercussions in the other country’s incomes and demand for exports, a 
cut in investment in the home country will lead to a rather larger cut in 
absolute terms, in incomes, but to a rather smaller cut in imports. Where 
the marginal propensity to import is M, and the marginal propensity to 
save is S, a cut of 1 unit of investment will involve a fall in incomes by 


wi g units, but of only Wes units of imports. This means that cuts 


in the level of autonomous expenditure are always an effective means of 
improving the balance of trade, but that except in circumstances of in- 
flationary pressure, where excess demand tends to be heavily concentrated 
on imports so that M is abnormally high, it is a very expensive means of 


. ; . pe ; 
improving the balance of trade in terms of the yy units of incomes forgone 


for each unit by which expenditure on imports is reduced. 

14, Thus in the case of a country which is just fully employed we find 
that whereas devaluation alone is ineffective as a means of improving 
the balance of payments, deflation of the level of effective demand is effective, 
but very expensive in its economic and social costs. A suitable combination 


of the two policies, however, will have the effect of reducing the total level 
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of effective demand at home with beneficial effects on the balance of trade, 
while shifting what demand there is, whether at home or abroad, towards 
home resources. This has a further favourable effect on the balance of 
trade, while its effects on the home level of employment exactly offset those 
of the cut in home demand, so that full employment remains unimpaired. 

15. Such a combination of policies may in practice prove to be rather 
difficult to attain, both because of defects in the information available at 
any time about the present circumstances of trade and employment, and 
the varying time-lags involved in making the various policy-measures 
effective. This, too, is not the place to discuss whether the effects on 
speculation of a known preparedness to devalue may not be so great as 
to render devaluation unusable as a means of policy. It must be remem- 
bered, too, that devaluation has been used only as the simplest case of the 
many possible combinations of rises and falls in the domestic price levels 
of different countries, and of changes in the par values of their currencies, 
which combine to give rise to relative price changes. 

16. The reader may by this time be wondering what has become of 
the elaborate study of the implications of various elasticities of demand in 
the different countries, which usually forms the bulk of any analysis of 
devaluation. Consideration of the elasticities is still necessary, to see whether 
the “stability conditions ” are satisfied, and to estimate how effective 
devaluation is likely to be in diverting demand on to the devaluing country’s 
own goods, and away from those of others. If the elasticity of demand for 
imports in the devaluing country is low, this implies that a rise in the price 
of imports may actually lead to a higher proportion of incomes being spent 
on them when their prices rise as the result of devaluation. Similarly, a 
low foreign elasticity of demand for exports may result in the proportion 
of foreign incomes spent on exports actually falling when their price falls. 
If these conditions prevail then devaluation will not result in any net shift 
of effective demand from foreign on to home resources, and the expansion 
of its national income needed to enable the devaluing country to save more 
will not take place, even though conditions are otherwise favourable. If 
devaluation does work the elasticities are relevant in showing how great the 
devaluation will need to be, since they indicate the size of the substitution 
effects which will take place in peoples’ spending both at home and abroad 
as the result of any given devaluation. The effects of devaluation on the 
balance of trade, however, depend on the “income effects” of changes in 
the levels of income and employment in the home and foreign countries, 
and no analysis of the subject can afford to treat the income effects as a 
mere afterthought, since it is the income changes which provide the means 
and motives for changes in savings. 

17. There is, however, a second set of conditions for the success of de- 
valuation which must also be considered; this is the question of the response 
of the rest of the world. For one country to be able to improve its balance 
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of trade by means of devaluation, it is necessary for that of some foreign 
country to be worsened. Therefore to see if any one country is in fact 
likely to be able to improve its balance of trade, the probable response of 
the other country or countries must be examined. Normally the other 
country ? will have a positive marginal propensity to save, s, and also one 
to import, m. A unit change in the foreign country’s exports will thus lead 
to a change in foreign incomes of ‘om. and in the foreign demand for 


m+s 
; m ‘ 
imports, 7.¢., for the home country’s exports of ae (neglecting the effects 
of further, induced, changes in the home country’s incomes and thus in 


its demand for the foreign country’s exports). The foreign country will 


, , m a ; 
‘reflection ratio” of ———, which is less than 1, and will 


m--s 


. _— ; s 
tend to “absorb” via changes in its savings os3 of the effects of any 


thus have a 


change in the demand for its exports. 

18. If foreign countries are themselves suffering from balance-of-pay- 
ments difficulties, however, this may be an unrealistic way of regarding 
their conduct. If the rest of the world is suffering from a tendency to 
chronic shortage of the devaluing country’s currency it may rather tend 
to adjust its imports so as to keep them equal to its exports, and to prevent 
its reserves from varying. If this is the way the rest of the world is behaving, 
then it will not prove possible for one country to produce an improvement 
in its balance of trade by devaluation or any other means, since if these are 
temporarily effective, some form of retaliation will at once be adopted by 
the deficit countries to counteract the effects of the balance of trade. It 
does not matter for this purpose whether the deficit countries choose to 
retaliate with measures of the same sort as those being used by the surplus 
country to produce its surplus; competitive devaluation may be adopted 
or one country’s devaluation may be countered by tariffs, direct controls 
or domestic deflation in the deficit countries. Whichever of these means 
is chosen, the devaluation will not be successful. It is only possible to 
acquire another country’s exchange reserves by running a positive balance 
of trade with it if the other country both starts off with some reserves in 
hand and is prepared to allow them to be reduced. 

19. But with the two provisos in mind, 1.e., that the elasticities must 
be sufficiently large for devaluation to cause a net diversion of effective 
demand in the world as a whole towards the goods of the devaluing country 
and that the other countries are able and willing to allow their balance of 
trade to worsen, it is suggested that the analysis of the effects of devaluation 


? We consider the case where there is only one foreign country here for the sake of keeping the 
algebra simple. An analogous, though rather more complicated result, is obtained if it is assumed 
that there are several other countries. 
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is best conducted by treating it as the analysis of the effects on national 
incomes and foreign trade of a change in the proportion of income in each 
country spent on imports, along the lines of the foreign-trade multiplier; 
the price changes involved in devaluation being regarded simply as the 
means used to induce the changes in the direction of home and foreign 
expenditure. 


J. Biack 
Merton College, 
Oxford. 

















ASSET REVALUATION AND TERMS-OF-TRADE 
EFFECTS IN THE FRAMEWORK OF THE 
NATIONAL ACCOUNTS 


THE systems of national accounts in current use do not provide scope 
for the recording of asset revaluation and capital gains and losses, nor for the 
recording of terms-of-trade effects in the widest sense. The present paper 
is concerned with the changes in accounting design that are required to 
accommodate these basic aggregates in the framework of the national 
accounts. In the context of terms-of-trade effects it furthermore deals with 
the deflation of non-commodity flows. 


Tue ExistiInG ACCOUNTING FRAMEWORK 


Although the design of the system of national accounts in current use 
varies greatly from country to country, it proves possible to describe the 
common characteristics of these various systems starting from a very simple 
accounting model. The basic types of account that form part of this model 
are three in number: a production account, an income account and a 
capital account. On a very aggregative level where only two sectors are 
distinguished in the world economy, viz., (a) the national economy, and (4) 
the rest of the world, this accounting set-up may be symbolised as follows: ! 


(a) National Economy— 
production account: Y+ M=C+KX+E 
income account: C+S=7+4+T 
capital account: K+U=S 
(6) Rest of the World— 
consolidated account: E+ 7=M+U 


where Y = factor income; T = net transfers from abroad; 
C = consumption; S = net saving; 
K = capital formation; U = net lending to abroad; 
E = exports; M = imports. 


For the rest-of-the-world sector the three basic types of account are consoli- 
dated into one account, partly because the internal transactions in the rest of 
the world are not directly relevant to a description of the economic process 
of the national economy to which the accounts refer and partly because 


1 In order to avoid unnecessary complication of the argument no distinction is made here 
between national and domestic concepts (see my article on ‘“‘ A System of National and Domestic 
Accounts,” Economica, August 1955). Furthermore, capital consumption is not explicitly intro- 
duced into the system (K, Y and S are defined net of capital consumption). Finally, transfers, 
saving and lending are entered on a nct basis, with all transfers being classified as current. 
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information on these transactions is not directly available to the national 
statistician, even if it is available at all. 

Once sectors are distinguished within the national economy domestic 
inter-sector deliveries of intermediate products (as distinct from imports and 
exports) will appear on the sector production accounts in addition to the 
items already recorded on the purely national production account. Like- 
wise, domestic inter-sector transfers (as distinct from international transfers) 
will appear on the sector income accounts, and domestic inter-sector credit 
transactions (as distinct from foreign lending) will appear on the sector 
capital accounts. In general, the debit and credit entries in respect of each 
of these types of transactions will not be equal to each other sector by sector, 
but for the national economy as a whole they will be equal and thus cancel 
out in the process of consolidating sector accounts. 

The system as presented here is fully articulated, 7.e., each item is recorded 
twice, once on the debit side of one account and once on the credit side of 
an other account. The system as such is therefore complete in itself. This, 
however, does not mean that it is also all-embracing. The most fundamental 
way in which it lacks this property is discussed in the next section. A less 
fundamental aspect of this failure of our accounting model to be all-embracing 
can, however, be dealt with more conveniently at this stage of the argument. 

If income account and capital account were consolidated into what might 
be called a financing account, the new system would still be fully articulated 
and complete in itself, but it would no longer allow for the recording of 
saving. Moreover, the accounting distinction between consumption and 
capital formation, which consists in the fact that, while both are credited to 
the production account, consumption is debited to the income account and 
capital formation to the capital account, would disappear. Similarly, a 
consolidation of production account and income account into one current 
account would eliminate the possibility of recording factor income and 
consumption in the system and would also eliminate the accounting distinc- 
tion between exports and net transfers from abroad. 

The same argument applies, of course, in the opposite direction if the 
number of basic types of account is increased through deconsolidation of 
one or more of the accounts in our model. The effect of such an operation 
would be to introduce into the system new basic aggregates which previously 
had no place in it and to make accounting distinctions between basic aggre- 
gates which, although different in nature, previously followed the same 
accounting rules (compare the examples given above with respect to con- 
sumption and capital formation, and with respect to exports and net transfers 
from abroad). 

Before deconsolidation the only way of distinguishing between aggre- 
gates following the same accounting rules is to record them separately on 
the accounts concerned. After deconsolidation the accounting structure 
itself forces them to be recorded separately. 
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Apart from increasing the number of accounts carried in the system, the 
effect of a deconsolidation of accounts by sector is entirely different from a 
deconsolidation by type of account. Sectoring does not cause any new basic 
aggregates to be accommodated in the system, but only forces certain flows, 
which were already recorded in the system on a more aggregative level to 
be shown in more detail. Again, of course, this sector-detail could have 
been shown before deconsolidation by means of separate recording of the 
component elements of the aggregates concerned (e.g., private and public 
consumption), but after deconsolidation they have to be recorded separately. 

With respect to such basic aggregates as deliveries of intermediate pro- 
ducts (a category to which also exports and imports belong), transfers and 
lending, it may well be argued that they show up in the system presented 
here only by virtue of the fact that this system is a model distinguishing two 
sectors (the national economy and the rest of the world), but that in the 
purely national accounts for a closed economy (such as the world as a whole) 
no such flows would be recorded. This is, of course, true, but it does not 
constitute an exception to the rule that sectoring does not result in new basic 
aggregates being accommodated in the system. The common accounting 
feature of all these transactions is that the debit and credit entries by which 
they get recorded in the system are for each of them made on (sector) accounts 
of the same type (the rest-of-the-world account in our model being a con- 
solidation of the three basic types of account for the outside world). Conse- 
quently, their net value for a closed economy is by definition zero, and it is 
only because of this that they are not shown explicitly in the accounts of such 
an economy if no distinction in sectors is made. In any system, no matter 
how condensed it is, there is, however, in principle a place reserved for the 
recording of these transactions, and once the particular type of account on 
which they should be recorded is distinguished separately in the system their 
accounting position is also uniquely defined. 

All the systems of accounts in current use are in one way or another 
related to the model described above. For some, but not many, of them it 
may be necessary in the first instance to deconsolidate one of the basic types 
of account of our model, but in general all that is required is to first sector 
the accounts of this model and introduce breakdowns of aggregates and then 
to consolidate the accounts thus obtained either by sector or by type of 
account or by a combination of both in order to establish the link. 


AssET REVALUATION AND CAPITAL GAINS 


In the system of national accounts described above there is at least one 
account, namely the capital account, that stands in need of further develop- 


1 Inter alia, the same device of separate recording can also be applied to show other types of 
breakdowns of certain aggregates, e.g., the breakdown of capital formation between fixed assets and 
inventories and of the former between various types of construction and equipment, and the break- 
down of transfers into various types of taxes and other transfers. 
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ment if it is to perform the function it should perform in principle. Ideally 
this account should provide a link between the national balance sheets at 
the beginning and at the end of the accounting period. However, in the 
absence of national balance sheets in the existing accounting framework, the 
capital account has been allowed to become the closing account of the 
system, that is to say the account on which the counter-entries are made for 
all those items that do not have a counter-entry elsewhere in the system. 
Consequently any item that has been omitted from the rest of the system will 
automatically also be omitted from this account. 

Matters would have been different if the national accounts had been 
developed along the same lines as business accounts. The latter start off 
with, and end up in, a balance-sheet statement, and it can fairly be claimed 
that all the accounts in a system of business accounts are principally directed 
towards the purpose of linking the opening and the closing balance sheet of 
each accounting period. 

Once national balance sheets are introduced into the framework of 
national accounts—a development which is bound to come sooner or later— 
the capital account should come into its own. By then, it will no longer 
suffice to record on this type of account (on the national level) only capital 
formation and saving (either gross or net of capital consumption), for these 
are not the only factors responsible for the changes in the value of the stock 
of real assets and the corresponding liabilities (7.¢., ownership claims) 
between two balance-sheet dates. 

Even if capital formation over a given accounting period were zero, the 
value, but not the volume, of real assets at the end of the period might still 
differ from that at the beginning of the period owing to changes in the prices 
of such assets. Moreover, even in the absence of price changes, capital 
formation equal to zero does not necessarily mean that the volume of the 
total stock of real assets, and thereby its value, remains unchanged from the 
beginning to the end of the accounting period. This is due to the fact that 
capital consumption of fixed assets is computed on the basis of normal rates 
of wear and tear, obsolescence and accidental damage. Any deviations 
from these normal rates during the accounting period will not affect the 
measure of capital formation, which is defined as the difference between 
additions to stock and capital consumption, but they will affect the actual 
volume of the total stock of real assets. ‘These two types of value changes 
not accounted for in capital formation (viz., value changes due to price 
changes, and value changes due to deviations from normal rates of wear and 
tear, obsolescence and accidental damage) I shall henceforth refer to as 
** asset-revaluation increments.” They have their counterpart in what are 
commonly called “ capital gains and losses’ on the financial claims held 
against these real assets. 


1 See my article “‘ The Estimation of Capital Consumption in National Accounting,” The 
Review of Economic Studies, Junc 1956. 
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It is obvious that these asset-revaluation increments and capital gains 
will have to find a place in the system of national accounts if this system is 
to provide a proper link between the national balance sheets at the beginning 
and the end of the accounting period. But how? AA first possibility that 
suggests itself is to redefine capital formation so as to include asset revaluation 
increments. But here, of course, the matter cannot rest, for both the capital 
account and the production account are thrown out of balance by this 
change in the definition of capital formation. The obvious way of restoring 
the balance of the system is to redefine at the same time a number of other 
items so as to include the corresponding capital gains and losses and to follow, 
for the sake of consistency, the same procedure with respect to those capital 
gains and losses that have their origin abroad. This operation results in a 
system of accounts which can be symbolised as follows, primed symbols being 
used to denote redefined items: 


1. Production account: Y’+M=C+RX4+E 
2. Income account: C+8=7'+T 

3. Capital account: R’+U=S 

4. Rest-of-the-world account: E’ + 7 = M’ + U’ 


where = national factor income (including net factor income from 
abroad) plus capital gains on residents’ investment at home 
and abroad; 

M’ = imports (including factor income to abroad) plus capital gains 
accruing to foreigners, but originating in the domestic 
economy (capital gains to abroad) ; 

Kk’ = capital formation plus asset revaluation increments in the value 
of domestic real assets; 

E’ = exports (including factor income from abroad) plus capital 
gains accruing to residents but originating abroad (capital 
gains from abroad) ; 

S’ = national saving plus capital gains on residents’ investment at 
home and abroad (t.e., capital gains of domestic origin plus 
net capital gains from abroad) ; 

U’ = net lending to abroad plus net capital gains from abroad. 


This set-up does not distinguish between income from productive activity, 
on the one hand, and capital gains and losses, on the other. From an 
analytical point of view this is a serious drawback. National-accounts 
statisticians have always taken care to define and estimate the other items in 
the production account in such a way that the resulting estimate of factor in- 
come relates to productive activity only. It is with this object in mind that the 
change in the value of inventories between the beginning and the end of the 
accounting period is corrected for stock appreciation and that capital con- 
sumption is computed on the basis of normal rates of wear and tear, obsole- 
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scence and accidental damage. It would clearly be a mistake to throw all 
this overboard. 

Fortunately, there is no need to dispense with a separate estimate of 
factor income from productive activity, for there appears to be an elegant 
way out of the dilemma of establishing a link between national accounts 
and national balance sheets via the capital account, on the one hand, and 
providing a correct measure of the net result of productive activity via 
the production account, on the other. The solution concerned suggests 
itself once it is realised what is entailed in the process of redefining capital 
formation to include asset-revaluation increments and the corresponding 
changes in the definitions of all other items of the system, except con- 
sumption and net transfers from abroad, to include capital gains. What is 
entailed is that a parallel, equally self-balancing, framework of accounts 
relating to the phenomenon of asset revaluation and capital gains is super- 
imposed on the existing accounting framework. Thus the account that has 
been superimposed on the existing production account may be symbolised 
as follows: 


G+F=A 


where G = (net) capital gains accruing to residents; 
F = net capital gains to abroad; 
A = (net) revaluation increment in the value of domestic real assets. 


The relation between the corresponding items in the production account 
before and after the superimposition of this new account on it are as follows: 


Y=4+6G;M=M+F,; KF =K+4;F =E+F, 


where F, — F, = F. 

By keeping this new account, which henceforth I shall call the “‘ capital 
revaluation account,” separate from the production account in its original 
form the dilemma referred to above can be avoided. In order to preserve 
the articulation of the system, care should be taken, moreover, to make 
separate counter-entries on the other accounts of the system in respect of 
the items recorded on the production account and the capital revaluation 
account. The expanded system of national accounts then takes the following 
form, after renaming the capital account “ balance-sheet mutation account ” 
to signify that it now performs its proper function: 


(a) National Economy— 


production account: Y+M=C+K+E 
capital revaluation account: G+F=A 
income account: C+S =7+6+4+T 


balance-sheet mutation account: K + A+ U’ = S§’ 


(6) Rest of the World— 
consolidated account: E+7=M+4+U'4+F 
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It will be noted that for all but two items the aggregates in this new system 
are defined in the same way as in the original set-up of the existing accounting 
framework as described in the preceding section. The two exceptions are: 
national savings, which is now defined to include capital gains (positive or 
negative) accruing to residents (S’ = § + G) and net lending to abroad, 
which is now defined to include net capital gains from abroad (U’ = U — F; 
F = net capital gains to abroad). 

The operation described above can also be interpreted as a deconsolida- 
tion of the capital account in the original model into a capital revaluation 
account and a balance-sheet mutation account introducing asset-revaluation 
increments (A) as a new type of basic aggregate and enabling accounting 
distinctions to be made between: (1) national saving including capital 
gains (S’), on the one hand, and national capital gains (G) on the other, two 
items which were previously shown as a combined item (§ = S’ — G); and 
(2) net lending to abroad, including net capital gains from abroad (U’) and 
net capital gains from abroad (— F), two items which were previously also 
following the same accounting rules and accordingly showed up in the 
system as one combined item (U = U’ + F). Formally this is correct, but 
in view of the fact that in the original set-up all aggregates were specifically 
defined to exclude elements of asset revaluation and capital gains, one may 
still prefer to interpret the operation described in this section as the super- 
imposition of one self-balancing set of accounts on another. 

Without in the least wishing to play down the difficulties that statisticians 
will have to overcome before they are in a position to draw up reliable 
estimates for asset-revaluation increments and capital gains, I would like 
to suggest here that for those countries for which estimates of capital con- 
sumption are available and estimates of capital formation (and capital 
consumption) at base-year prices are currently being prepared a good deal 
of the relevant information on asset revaluation and capital gains is already 
available. The statisticians of these countries must at least have some notion 
of the size and composition of the country’s stock of real assets (i.¢., fixed 
assets and inventories) and the price development of such assets category by 
category. They may even have some notion of the year-to-year deviations 
from normal of the actual rates of wear and tear, obsolescence and accidental 
damage. All this should go a long way, if not all the way, towards estimating 
asset-revaluation increments for the economy as a whole and probably also 
by sector. As regards the distribution of capital gains between the national 
economy and its sectors, on the one hand, and the rest of the world, on the 
other, tax statistics and banking statistics (including quotations of shares on 
the Stock Exchange) may prove valuable sources of information, but in all 
likelihood they will have to be supplemented by special inquiries. On the 
whole, however, there would seem to be no reason to despair of the possibility 
of preparing some sort of estimates of asset revaluation increments and 
capital gains. 
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TERMS-OF-TRADE EFFECTS AND DEFLATION OF Non-comMobiTy FLows! 


Almost without exception ? national-accounts statisticians have taken 
the view that only commodity flows can be deflated, i.e., revalued at the 
prices of a common base period, since all other items in the system of national 
accounts, such as transfers, saving and lending, have no specific price 
attached to them. Consequently, deflation has customarily been confined 
to only one basic type of account, viz., the production account, which is the 
type of account on which all commodity flows of the system get recorded.® 

With all items on the production account in its aggregated form for the 
economy as a whole revalued at the prices of a common base period, this 
account may be symbolised as follows: 


ytm=c+k+e 


where small characters denote the deflated values of the items concerned. 
Each item in this account is determined by dividing the current-value 
estimate of the item concerned by its own price index, ¢.g., ¢ = C/p*, where 
p° denotes the price index of consumption; the units of measurement of 
these indices are such that their base-period values are equal to unity, thus 


p’, = 100. 


There is only one item in the production account which cannot be deflated 
directly because it is not a commodity flow in the true sense of the word, and 
that is “‘ product ” (7). This difficulty, however, is overcome in an elegant 
manner by what has become known as the Geary method. This method is 
based on the idea that an account that balances in terms of current-price 
estimates ought to balance as well if presented in terms of the corresponding 
constant-price estimates. Consequently, it lays down the rule that_y should 
be determined as a residual, or what amounts to the same, as the aggregate 
of all other items in the production account (y =c +k -+e—m). Having 
thus determined y, one can define p’—the price index of the net national 
product at market prices “—by dividing y into Y, thus p” = Y/y. 

Finally, it should be noted that the index number formule for price and 


1 The proposals made in this section round off the various arguments which I have put forward 
in earlier writings on the subject of measuring terms-of-trade effects. 

2 The one exception I know of is a paper read to the 1957 meeting of the International Associa- 
tion for Research in Income and Wealth by R. W. Burge and R. C. Geary on “‘ Balancing of a System 
of National Accounts in Real Terms.” The proposals put forward by these two authors, however, 
differ considerably from those made here. 

8 The problems encountered in deflating commodity flows and the principles that should guide 
statisticians in solving them have been reviewed in considerable detail in a penetrating study by 
Richard Stone, Quantity and Price Indexes in National Accounts (O.E.E.C., Paris, 1956). 

4 It depends, of course, on the definition of the aggregate concerned whether the price index 
refers to a gross or a net concept of product, and equally whether it refers to a national or a domestic 
concept of product. In sector-production accounts the corresponding price index for each sector 
is a price index for the “‘ value added ” of that sector, ¢.g., p% is the price index for the value added 
in sector i, 
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volume should be chosen in such a way as to make the value index of each 
aggregate correspond to the product of its price index and its volume index. 
Normally this is achieved by applying the Laspeyres formula to volume 
indices and the Paasche formula to price indices, but the reverse combination 
or the application of either the Fisher formula or the new index number 
formula which I recently suggested,’ to both price and volume would give 
equally acceptable results from this point of view. 

So far so good, but what about the other items in the national accounts, 
the non-commodity flows? To them applies with equal force the statement 
made by Stone in the opening paragraph of his study: “The pound note of 
1955 may look similar to the pound note of 1938 but in terms of what it will 
buy it is quite different ” (op. cit., p. 9). Here too, therefore, one would like 
to correct for changes in the purchasing power of money in making com- 
parisons over time between the national accounts of different periods. The 
problem one is faced with here is to select an appropriate price index for this 
purpose, since the non-commodity flows do not have specific price indexes 
of their own. As with so many problems in national accounting, this is one 
which can be solved only by introducing a convention, for in last resort the 
choice is an arbitrary one. 

In order to make the convention as acceptable as possible, it is clearly 
desirable to choose an index of wide coverage so as to guarantee that its 
movements properly reflect the general tendency of price developments. 
This condition narrows the choice considerably; so much so, in fact, that 
there is very little choice left. For one thing, indices of wide coverage are 
few in number, and for another they normally follow, with only slight varia- 
tions between them, the same development over time. Examples of such 
indices that come to mind immediately are the price indices of total expendi- 
ture (C + K), total output (C + K + £) and total product (C + K + E— 
M). Ofthese, the latter has in a sense the widest coverage. Also it has the 
advantage that it is free of foreign elements, reflecting, as it does, the price 
development of a given combination of home factors of production of constant 
productivity. And last but not least, it is the only price index in the produc- 
tion account specifically constructed for the deflation of a non-commodity flow 
(factor income). I would, therefore, recommend that the product price index 
(p”) be chosen as a common deflator. Where there is a choice between price 
indices of gross and net product, the latter would obviously deserve pre- 
ference, since it is entirely free of duplication. Moreover, if there is a choice 
between national and domestic product, the domestic-product price index 
is an obvious choice, since national product, as distinct from domestic pro- 
duct, includes non-commodity flows in the form of factor income to and 
from abroad; the national-product price index cannot be determined 
within the framework of the production account with the help of the Geary 
method unless special conventions are introduced for the deflation of these 
1 See my article on ‘‘ A New Index Number Formula,” Econometrica, January 1957. 
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non-commodity flows which have no specific price index of their own 
attached to them. Finally, if there is a choice between market-price and 
factor-cost valuation I would prefer the market-price concept, since that is 
the price concept that underlies all economic transactions. Ideally, there- 
fore, it is the price index of the net domestic product at market prices that 
should be used as a common deflator for the whole system of national 
accounts. 

The system of national accounts in real terms that results from the 
application of such a common deflator to all items in the system of purely 
national accounts expressed in current-value terms as shown at the outset of 
this paper may be symbolised as follows: 


(a) National Economy— 
production account: y’ + m’ =c’ +k’ +e’ 
income account: o+s = 4+? 
capital account: K+u=s’ 


(6) Rest of the World— 
consolidated account: e’ + t’ =m’ +1’ 


where, as before, small characters denote deflated values, while primed 
symbols have been used to denote that the deflation from current values has 
been effected by means of a common deflator for all items. 

The production account in this model is not the same as that shown at the 
beginning of this section. The difference between the two production 
accounts in real terms is, of course, due to the difference in the deflation 
procedure applied to the current-year values of the aggregates that get 
recorded on this type of account. Where a common deflator is used for all 
commodity flows their current-year values are corrected only for changes 
in the general price level (or purchasing power of money) between the base 
year and the current year. Where instead each commodity flow is deflated 
by its own price index the current-year value of each of these commodity 
flows is also corrected for the change in its relative price. Accordingly, one 
might describe the differences between the corresponding entries on the two 
production accounts in real terms as price-structure effects. For a given 
commodity flow such a price-structure effect measures the difference in the 
number of units of product or income of base-year purchasing power that 
have to be given up in the current year as compared with the base year to 
purchase the current-year volume of that commodity flow. In other words, 
these price-structure effects measure the real income gains that result from 
the change in the relative prices of the commodities purchased. They might, 
therefore, also be labelled “‘ income exchange benefits ” or “‘ income gains ” 
for short. 

Denoting price-structure effects by double-primed symbols, ¢.g., 9’ = 
y — 3’, m"’ =m — m’, etc., the above model can be rewritten as follows: 
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(a) National Economy— 
production account: (y —_y”’) + (m — m"” 
=(¢—c"’) + (K—k”) + (e— ee” 
income account: (¢-—e") +s =(p-2) +7 
capital account: (AK-—k")+u'=s' 
(b) Rest of the World— 
consolidated account: (e — e”’) + ¢’ = (m — m”) + 4’ 


This set-up clearly shows how the production account in real terms in its 
familiar form as shown at the beginning of this section can be made to form 
part of a complete system of national accounts in real terms. Obviously 
what is required is a deconsolidation of the production account in the above 
model into two separate accounts, viz., (1) a production account in real 
terms of the familiar type, and (2) what may be called a “ price-structure 
effects account ” or “ income exchange benefits account.” The following 
fully articulated system of national accounts in real terms results from this 
operation: 


(a) National Economy— 


production account: yt+m=c+k+e 
price-structure effects account: c’’ + k’”” =m” — e”’ 
income account: e+s' =p tee" 4+? 
capital account: k+u’=s' +k" 

(6) Rest of the World— 
consolidated account: e + #’ + m” —e”’ =m+4u' 


It will be noted that in this model_y’”’ does not appear any more for the 
simple reason that _y’ = _y (both deflated by the same price index) and there- 
fore y’’ = 0. Furthermore, e” is shown with sign reversed. The purpose 
of this particular form of presentation, which makes it possible to combine 
m'’ and e’’ into one item (m’’ — e’’), is to demonstrate the relation that exists 
between price-structure effects, on the one hand, and the terms-of-trade 
effect, on the other. To make this relation clear we first write out in full the 
expression for e’’, denoting the price index of exports by * and the common 
deflator by the symbol f without a superscript: 


ere. ae oe _f) 
e e¢—e ar, e( l r 

This expression with sign reversed (— e’’) would correspond exactly to the 
conventional measure for the effect on a country’s economy of changes in 
its terms of trade with the rest of the world, expressed in base-year prices, 
if "—the import price index—had been chosen ds a common deflator and 
if, moreover, the terms of trade were defined according to continental usage 
(//p") rather than according to United Kingdom usage (~”/p*).1_ Likewise, 


? I introduced this expression for the first time in Appendix II to my paper on “‘ The Use of 
National Accounts in Economic Analysis,” Income and Wealth, Series IV (London, 1955), which 
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m” = (1 — t) would provide a measure of the effect of changes in the 


terms of trade on the economy’s foreign balance and its available resources 
in real terms if f° were chosen as a common deflator and the terms of trade 
were defined according to United Kingdom usage. As I had already 
occasion to point out elsewhere,’ these two different measures of terms-of- 
trade effects can be derived from a more general formula, viz., m’’ — e”’ = 


m( — f) _ e(1 - f). of which the first term vanishes if p = p”, while 


the second term vanishes if = f°. This formula shows clearly that the 
price index which is used as a common deflator forms an essential element 
in the definition of the terms-of-trade effects.2_ It also shows that it is correct 
to describe the terms-of-trade effect on a country’s foreign balance as the 
difference between the effects of changed terms of trade on the country’s 
exports and imports separately. It proves particularly necessary to retain 
this formulation if neither the import price index nor the export price index 
is used as a common deflator, as happens to be the case in the model of a 
national-accounts system in real terms presented above. In this system one 
can accordingly replace m’’ — e’’ on the rest-of-the-world account and the 
price-structure effects account by one single item (n’’). This item I shall call 
the ‘net terms-of-trade effect”’ in order to distinguish it clearly from the 
(gross) terms-of-trade effect on imports (m’’) and the (gross) terms-of-trade 
effect on exports (e’’). 

When a similar statistical analysis is carried out for individual sectors of 
an economy the net terms-of-trade effects for the sectors will add up to that 
for the country as a whole, provided, of course, that for all sectors one and 
the same common deflator is used. 

With respect to c’’ and k”’ it would be rather misleading to label them 
terms-of-trade effects instead of price-structure effects, the reason for this 
being twofold. First, c’’ and k”’ relate to intra-sector rather than inter- 
sector transactions and, of course, it only makes sense to talk of terms of trade 
and their effects with respect to transactions between sectors. Secondly, 
and this is the more important consideration, the size of c’’ and k”’ is not only 
dependent on the terms of trade of the national economy with the rest of the 
world. That this is so becomes immediately clear once we consider a closed 
economy. For such an economy n” is by definition equal to zero, but c’’ and 
k’’ will normally have non-zero values, even though their sum will be equal 


was originally read to the 1953 meeting of the International Association for Research in Income 
and Wealth. It has since been used for the measurement of terms-of-trade effects in the O.E.E.C. 
publications on Statistics of National Product and Expenditure. 

1 See my article on “‘ A New Approach to the Measurement of Terms-of-trade Effects ” in The 
Review of Economics and Statistics, August 1956. 

2 How the measure of terms-of-trade effect is affected by the choice of p I showed in my article 
on ‘‘ The Impact of Changes in the Terms of Trade on Western Europe’s Balance of Payments ” in 
Econometrica, January 1958, by using alternatively the gross national product, the gross national 
expenditure, and the import and export price indices as common deflator. 
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to zero. These non-zero values of c’’ and k”’ reflect changes in the prices of 
consumption goods relative to those of investment goods, or in other words, 
differences in the development of the net-value-added price indices for these 
two types of commodity flow. The same differences in the internal com- 
ponents of price developments will be encountered in an open economy, and 
therefore one should be on one’s guard not to interpret c’’ and k” as simply 
reflecting the statistical impact of changed terms of trade on the real flows 
of consumption and capital formation. 

Finally, I should like to draw attention here to the distinction between 
the concepts of real product (y) and real income (i). The latter concept is 
defined as y + n’’, and may be described as a measure of how well-off the 
country is in the current year, taking into account the effect of changes in 
the terms of trade between the base year and the current year. Owing to 
the fact that c’’ and k” are recorded on different accounts, it can nowhere 
be shown explicitly in our model, unless one were to consolidate the income 
account and the capital account in real terms into a financing account in real 
terms. The latter account would look as follows: 

ctkt+u=yte”’ +k" 4+? 
In it the first three terms on the right-hand side add up toz. A further con- 
solidation of this financing account with the price-structure effect account 
resulting in 
etk+u’ =ytn" +t 

would eliminate c” and k’’ from the system but would still leave scope for 
distinguishing real national income from real national product. While 
real product (y) would seem a concept relevant to the study of production 
and productivity developments, the real income (i) would seem a more 


appropriate concept to use in the study of welfare. Gs + 


Paris. 


STATISTICAL APPENDIX 


In this appendix the United Kingdom accounts in current prices and in 
1948 prices are presented for the period 1948-57 in the form of a system of national 
and domestic accounts. The distinction between national and domestic concepts 
makes for a slightly more complicated accounting framework than that used in 
the main text. The relation between the two types of concept, however, should 
be clear from the stub of the tables. 

All data in these tables are based on information derived from National Income 
and Expenditure 1958 (Central Statistical Office, H.M.S.O., London, August 1958). 
Reference to the series which have been obtained directly from this source are 
made in the last column of each table. In these source references the first figure 
refers to the table number and the second to the number of the line in that table 
(the original source does not give this numbering, but it can, of course, easily be 
entered in there by the user). Price-structure effects were determined by de- 
flating each commodity flow by the net domestic-product market-price index 
(obtained by dividing the net domestic-product data in Table II into those in 
Table I) and by subtracting the figures thus obtained from the corresponding 
data deflated by their own price index. 
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THE THEORY OF SELLING COSTS 


Tuis paper is concerned with the selling cost, price and output decisions 
of firms in various circumstances. The literature on this subject is quite 
large. It appears to suffer from two deficiencies: ? it has not produced a 
simple diagrammatic technique to represent the decisions in question and it 
does not contain an adequate statement of the second-order conditions of a 
maximum. These two defects are related, since a major part of the writings 
in this field are “‘ geometrical,” and the non-availability of simple diagrams 
has led to a neglect of second-order conditions. Without these, however, 
the theory cannot be applied to an examination of such questions as the 
effects of excise taxes and/or of sales-cost taxes on the decisions of the firm, 
nor can the theory be said to be complete. 

In what follows, a simple technique is outlined which enables one to 
represent the decisions with respect to selling costs, price and output on a 
single diagram. The technique is then used to discuss a number of Problems 
in Monopolistic Competition Theory and Taxation. A mathematical 
appendix restates some of the results somewhat more rigorously. 


I 
(1) First some definitions and assumptions: 


(a) Everyone knows that the distinction between selling and other 
costs is not at all precise. From the point of view of the theory of the 
firm, the need for the distinction arises from the recognition of the fact 
that not all outlays of a profit-maximising firm can be explained by the 
hypotheses that these outlays are minimised for any level of output. 
No difficulties arise if the physical characteristics of the output can be 
taken as given. If that is not the case, then no precise meaning can 
be given to the phrase “ any level of output.” In this paper it will be 


1 For an extensive bibliography see E. H. Chamberlin, The Theory of Monopolistic Competition 
(Cambridge, Mass. 1947, 5th edition. All references are to this edition.) T. O. Yntema, in a 
summary of a paper read before the American Economic Association, December 1933, in American 
Economic Review, Supplement XXIV, 1937, pp. 21-3, has some of the main results of this paper but 
without proof. H. Smith, in ‘‘ Advertising Costs and Equilibrium,” Review of Economic Studies, Vol. 
II, 1933, pp. 62-5, produced a neat diagram, but did not explore the analytical implications. Robert 
M. Shone, “‘ Selling Costs,” Review of Economic Studies, Vol. II (1933), pp. 225-31, states all first- 
order conditions diagramatically, but does not really carry out a detailed analysis. K. Boulding, 
in Principles of Economic Analysis, presents a diagram which as far as I can understand it is wrong. 

* Since this was written, my attention has been drawn to Norman S. Buchanan, “‘ Advertising 
Expenditures: A Suggested Treatment,” Journal of Political Economy, Vol. 50, 1942, pp. 537-57. 
This paper is undoubtedly amongst the best published on this topic, and must be exempted from 
the criticism in the text. Yet his diagram is not perhaps the best available, since it does not lend 
itself easily to a discussion of the connection between selling costs and the elasticity of demand. 
Mr. Buchanan did not use his diagram to carry out an exhaustive analysis. 
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assumed that the physical description of the commodity produced 
remains unchanged throughout. The advantages of this assumption 
are very large and its cost relatively small. For once the problem has 
been solved for a given product, the firm can be imagined as comparing 
the maximum profits for different products and combinations of pro- 
ducts and as choosing that which gives the highest profit. No great 
difficulties arise in carrying out this analysis, nor are any of the main 
conclusions which follow greatly affected.+ 

(b) Production Costs are defined as all those costs which a profit 
maximising firm, producing a given product, would minimise for any 
Jevel of output. 

Selling Costs are defined as the total current outlay of the firm minus 
Production Costs. 

Gross Revenue is defined as the total income of the firm. 

Net Revenue is defined as Gross Revenue minus Selling Costs. 

(c) The firm is assumed to maximise its profits (or expected profits) 
over some reasonably long period. While it is recognised that any 
firm is partly in ignorance as to the precise consequences of its actions, 
it is assumed, too, that in equilibrium no “ better ” guesses than the 
ones it is making suggest themselves. Problems of the disutility, etc., 
of uncertainty are ignored. 


(2) We shall first examine the firm in isolation. By this I mean the 
behaviour of a firm when it has made certain assumptions concerning its 
environment and the latter’s reactions to its own actions and when nothing 
has happened to falsify those assumptions. This firm we imagine as re- 
garding the demand for its product as depending on two variables: price 
charged and the amount spent on selling costs. It is extremely unlikely 
(see (3)) that the firm will assume the demand to be linear in both prices 
and selling costs. Observation suggests that there is a certain minimum 
selling outlay below which it has no perceptible effect on demand whatso- 
ever. Thereafter it seems to be subject to ranges of increasing and 
diminishing returns. By “increasing returns to selling costs” we denote 
a situation where the increase in sales, at a given price, as a result of a 
small increase in selling costs is increasing. Diminishing returns are defined 
analogously. 

To fix our ideas we shall assume that the firm regards the following as a 
good approximation to its demand conditions: 


x = P*((K — S)? + mS]; «2 <0,8 >2,K>0,m>pKe . (1) 


where x = amount demanded, P = price and S is selling costs. When 
S < K, marginal returns to selling costs are increasing,when § > K the reverse 


1 In what follows, only selling costs currently incurred are considered (by far the largest 
proportion of all such costs) and once over, selling outlays are ignored. 
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is true. The demand function we have chosen has the property that its 
price elasticity is the same whatever the amount demanded, the price 
charged or selling costs. This is a convenient assumption for the: first 
exploratory stage, and will be dropped later. Fig. 1 provides a geo- 
metrical representation of (1). Selling costs are measured on the right- 
hand horizontal, and price on the vertical axis. The curve x = 600 gives 
the combination of selling costs and price at which the firm believes it can 
sell 600 units. The curve x = 700 is defined analogously. 


Price 














RPee-<-e oo 


“ 
- 
Oo 
2 


Selling Cost 
Fic, 1 


Since the firm maximises profits, it will, for any output, choose that 
combination of selling costs and prices at which its net revenue is at a 
maximum. To find this combination for x = 600, let OM measure the 
gross revenue from selling 600 units at zero selling cost, i.e., at price ON. 

: NO 1 , 
Join Mand NW. Clearly MO = 600° Now find that line, parallel to MN, 
which just touches the curve x = 600 from above (at Q). Then QR is the 
best price and OR the best selling cost for x = 600. 
‘ae SR MO 
That this is so can be seen as follows: OR ~ ON ~ 600, by construc- 


tion. Hence QR x OR = SR = Gross revenue associated with Q. Since 


OR = selling costs, OS measures net revenue. OS is clearly maximised 
when the line parallel to MN just touches x = 600 from above. 


p — dP 1 
In general, then, for any x, net revenue is maximised when (% 3 
(t = constant) or in words, when the increase in gross revenue is equal to 


the increase in selling costs which gives rise to it. 
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The following points should be noted: 


(i) At the point of maximum net revenue, if selling costs are positive, 
the marginal rate of transforming selling costs into higher prices, at 
constant output, must be diminishing. 

(ii) There may be no line parallel to MN which touches the relevant 
constant-sales curve from above. In that case no selling cost will be 
incurred by the profit-maximising firm. 

(iii) As we move from lower to higher output curves the slope of 
MN diminishes. 

(iv) In Fig. 1 TU measures average selling costs and OU average 
net revenue. 


(3) We now wish to inquire how, under our present assumptions, the 
optimum point Q changes with sales. 

Consider the point Q’ on x = 700, where the price charged is the same 
as that charged at Q for x = 600. If Q’ were to be the optimum point for 
x = 700, the slope of the curve x = 700 at Q’ must be less than the slope of 
x = 600 at Q. (See the general equilibrium condition above.) Indeed, 
the slope at Q’ (if it were the optimum) would have to be $ of the slope at Q.! 
But we have assumed the elasticity of demand to remain constant throughout, 
and so the absolute value of the slope of the demand curve at Q’ must be j times 
as great as it is at Q.? If the marginal return to selling costs at Q’ were the 
same as at Q, Q’ would indeed be the new optimum point. For a small 
increase in selling costs at Q’ would shift the demand curve by the same 
absolute amount as it would at Q, but at Q’, in order to continue selling 
700 units, the price could be raised by only $ as much as at Q. But the 
marginal return to selling costs must be lower at Q’ than at Q, for at Q 
marginal returns to selling costs must be diminishing (see (i) above),* and 
selling costs at Q’ are higher than at Q. Hence it follows that the slope 
of x = 700 at Q’ is less than $ of the slope of x = 600 at Q. By exactly 
similar reasoning, which can be left to the reader, it canbe shown that the 
slope of x = 700 at Q” (i.e., at the point where selling costs for x = 700 are 
the same as those at Q for x = 600) is greater than $ of the slope of x = 600 
at Q. Hence the optimum point for x = 700 lies between Q” and Q’. 

The line PS is the locus of all points such as Q for different volume of 


: © 1 
1 Since 700 1s 7 x 600° 
2 The elasticity of demand at Q = Soo’ at Q’ =-3 an? and since they are the same, S 


at Qis} times & at z. 

8 Strictly speaking, (i) refers to the marginal rate of transformation, and not the marginal 
return to selling cost. However, throughout this paper it will be assumed that the effect of a small 
price change on the marginal return to selling cost is small (absolutely), relatively to the effect of a 
small change in selling cost on the marginal return from selling costs. This assumption, which 
seems sensible, then implies the assertion in the text. 
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sales. On our assumptions, as we have shown, it is true that the optimum 
selling costs increase with sales, while the optimum price diminishes. This, 
in fact, will always be so as long as the elasticity of demand at points such 
as Q’ is not less than itis at Q. It is only when selling costs lead to a decline 
in the elasticity of demand that PS may have a positive slope. We shall 
return to this presently. It should be noted that above V (Fig. 1) PS 
coincides with the vertical axis. 

(4) To get any farther, we must introduce production costs. It is easily 
shown that for maximum profit, marginal production costs must equal 
marginal gross revenue. Since we are assuming a constant elasticity of 
demand, there will be one unique price, for any given output, at which this 
condition will be fulfilled. Hence once this price is known, we can find the 
amount that will have to be spent on selling costs in order that the given 
amount can also be sold. In Fig. 1 OC is the price at which the marginal 
gross revenue for x = 600 is equal to the marginal production costs of pro- 
ducing that amount. Hence for that output production equilibrium would 
be reached if OR’ were spent on selling costs and the price charged is PR. 
The following points should be noted: 


(i) There may be no combination of selling cost and prices at which 
production equilibrium could be reached for the given output. That 
is, OC may be so large that the line CC nowhere intersects the curve 
x = 600. 

(ii) While it may be possible to satisfy the first-order conditions of 
production equilibrium for a given output, the second-order conditions 
of production equilibrium may be violated. The second-order condi- 
tions of production equilibrium are, of course, that the marginal-cost 
curve should intersect the marginal revenue curve from above. We 
shall plot such points only where these conditions are satisfied. 


It will be obvious that, in on our present assumptions, the production 
equilibrium price will fall with rising output when marginal costs are falling 
and rise with rising output when marginal costs are rising. What about 
selling costs? 

Suppose that marginal costs are falling and consider P’ on x = 700, 
ie., a point on that curve selling costs are the same as at Pon x = 600. The 
demand curve has not shifted between P and P’. Since the second-order 
conditions of production equilibrium are satisfied at P, it follows that at P’ 
marginal production costs must exceed marginal gross revenue. Hence P’ 
cannot be a point of production equilibrium for x = 700, but this point must 
lie to the right of P’. The same is a fortiori true if marginal costs are rising. 
Hence the selling cost appropriate to production equilibrium must always 
be increasing with increasing output. 

(5) In Fig. 2 MM is the locus of all points such as P, where both the 
first- and second-order conditions of production equilibrium are satisfied. 
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We have assumed a range of diminishing and increasing marginal production 
costs. We have also plotted the PS curve of Fig. 1. The curves intersect 
at W, and at that point both the first- and second-order conditions of pro- 
duction and selling cost equilibrium are satisfied. This, however, does not 
yet mean that W is a point of maximum profit. 

Before examining.this matter, we must note a rather obvious, but some- 
times neglected, fact. In making its decisions, the firm is often regarded as 
making a number of pairwise comparisons: ? 1.¢., (a) it assumes selling costs 


Price 











Selling Cost 
Fic. 2 


as fixed and maximises profits (our production equilibrium); (4) it assumes 
sales as fixed and maximises profits (our selling equilibrium); and (c) it 
assumes price as fixed and maximises profits. But if (2) and (5) have been 
simultaneously accomplished, the first-order conditions for (c) are also satisfied. 
The first-order conditions for (c) are the equality between the increase in 
gross revenue minus production cost resulting from an increase in selling 
cost and the increase in selling costs. This condition is always satisfied 
when (a) and (4) have been dealt with. (See Appendix for proof.) The 
intuitive reason for this is that the firm has at its disposal only two inde- 
pendent decisions variables. That is, whenever two have been decided 
upon (say price and output, or price and selling costs), the third is also given. 
Hence we need only two first-order conditions to solve the maximum problem. 

We are now ready to examine the intersection point W. We know that 
all first-order conditions for a maximum profit are satisfied there. We shall 
now show that all second-order conditions are also satisfied. 

Suppose that the second-order conditions are not satisfied and that 
profits at W’ are higher than at W. Consider W” on MM, vertically 
above W’. The profits at W” must be greater than at W’, since selling costs 
are the same at both points, but marginal cost exceeds marginal gross 
revenue at W’ and is equal to it at W”. In other words, a reduction in 
1 This dates back to Chamberlin, of. cit. 
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n | output must increase profits. Through W” we have drawn the appropriate 
¥ | constant sales curve x. Let W’” be the intersection of that curve with PS. 
- Then by the construction of PS it follows that profits can be increased 
oo | (because net revenue for the given output can be increased), by moving 

from W” to W’’’. But then by the same argument as before, W’’”’ vertic- 
e- ally above W’” yields a still higher profit. Proceeding in this manner, we 
aS would finish up at W with the statement that profits at W are greater than 
ts profits at W, which is absurd. Hence there can be no point to the right of 


W yielding a high profit. By a similar procedure, it can be seen that there 
is no more profitable point to the left of W. 

Hence the general rule for all second-order conditions to be satisfied is 
that the slope of PS minus the slope of MM should be negative.' (All slopes 
are referred to the vertical axis.) If we had drawn PS as intersecting MM 
from below (and only once), we could, by the argument already given, show 
that ifa point such as W’ is less profitable than W, that the profits at W must 
be less than they are, which is absurd, and so W would not be a point of 
maximum profits. 

(6) Before concluding this first statement of the equilibrium conditions 
of the firm in isolation, a number of points must be noted: 


(i) In Fig. 2 the constant sales curve # represents the highest output 
at which the production equilibrium conditions can be satisfied. 
Hence the MM curve will terminate at R. 


1eS (ii) If PS had intersected the vertical axis below MM and then 
it intersected the latter three times, once on the vertical axis, once from 
en below and once from above, there would have been two points at which 
ed. | both first- and second-order conditions of a maximum are satisfied. 
in | One of these would have been on the vertical axis (zero selling cost), the 
ing | other would have been at the second intersection at positive selling 
ied costs. This is a case where the resources of calculus are insufficient, 
“he and the only course open to us is to compare the profits at the two true 
de- | maxima and choose the highest. 
led It is, however, a case of some interest and perhaps even of practical 
en. significance. For it represents the probably not unlikely position of a 
m. | firm which has maximised its profits at zero selling costs and which is 
hat aware that a relatively small selling outlay would diminish its profits, 
aall not because the marginal returns on a small selling outlay are zero 
but because its marginal production costs do not fall sufficiently rapidly. 
hat On the other hand, a substantial outlay on selling costs, by allowing it 
ally to take full advantage of its increasing returns of production, might 
osts be profitable. Total, not marginal, conditions are involved, and this 
ross is of some interest in the Theory of Monopolistic Competition discussed 
1 in in the next section, The case considered also illustrates nicely the fact 


1 See Appendix, 
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that it is the effectiveness of selling costs in relation to the behaviour 
of production costs, rather than their effectiveness considered absolutely, 
which is important. 

(iti) If at the output with zero selling costs marginal production 
costs are increasing, and if at that output all first- and second-order 
conditions are satisfied (PS intersects MM on the vertical axis), then 
the firm will not undertake any selling costs. This, of course, is only 
true so long as our assumptions concerning demand conditions are 
valid (see post). 

(iv) It is obvious that in so far as equilibrium is achieved at positive 
selling costs, the scale of operation of the firm will be larger than it 
would have been had there been no selling costs. This, however, is 
only true of the firm in isolation.? 


II 


(7) We shall now take account of the interaction of different firms. As 
a first step it will be useful to re-examine the pure Chamberlinian process 
of competition when selling costs are present. Professor Chamberlin’s 
analysis is carried out by always assuming that one of the three choice 
variables—output, price or selling costs—is fixed, while the others are varied 
until all “ excess profits” have been competed away.? This makes it 
extremely difficult to see what is happening. We shall not need this 
assumption. We shall, however, follow Professor Chamberlin in postulating 
that the firm never foresees the reactions of other firms to its own actions. 
We shall return to this point presently. 

(8) Let # be the output produced by the firm. In Fig. 3 the curve # 
represents the combination of price and selling costs at which this firm 
believes that it can sell this particular output. Let OA represent the average 


production cost of ¥ and draw AA with a slope of ; Then the ordinate of 


AA measures the sum of average production and selling costs. Let the firm 
be situated at R, where AA intersects %. PS and M,M, are the curves 
derived in the previous section. They have a stable intersection point at 
W, where output is higher than # (represented by the curve x), prices lower 
and selling costs greater. The firm will choose this point. Alas, however, 
other firms, similarly situated, have done the same, i.e., endeavoured to 
increase their sales by lowering prices and increasing selling costs. Let us 
now make the extreme assumption that when this happens our firm finds 
that in spite of its lower prices, etc., it can still only sell z. 

This means that % has now shifted downwards to the right to #, and pass 
through W,. Clearly M,M, will shift upwards (M,M,), since assuming, 
as we are, constant elasticities of demand and diminishing marginal pro- 


1 It is also only true as long as selling costs do not diminish the elasticity of demand. 
2 See Chamberlin, op. cit., Chapter 7. 
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duction costs, the price at which these costs are equal to marginal revenue 
must be higher. On the other hand, PS will tend to shift downwards to the 
left. For if the marginal effect of selling costs on demand is independent 
of the actions of other firms, the slope of at W, must be steeper than that 
of x at the same point, in the proportion that x exceeds . This again is a 
consequence of the constant elasticity assumptions. But the optimum way 
of selling ¥ is to find the point where the slope of £ is +and so PS would not 
shift. But the marginal returns to selling costs are likely to be diminished 


Price 











° Selling Cost 
Fic. 3 


by the action of other firms, and hence the slope of # at W, will exceed that 
of x at the same point by a smaller proportion than indicated and PS will 
tend to shift downwards. To prevent an undue number of curves we have 
none the less assumed PS stationary. 

The new equilibrium of the firm is represented by W,, where M,M, 
intersects PS. Since output is reduced below , the intersection point must 
lie above AA (for otherwise losses would be made). Prices are higher and 
selling costs lower. Other firms have acted in a similar fashion, and our 
firm finds this time that it has underestimated demand, since it can once 
again sell ¥. The process is now reversed and M,M, shifts down to the left. 
But it does not come to coincide with M,M, but must lie above it. That is 
so because ¥,, which now passes through W,, lies to the right and below . 
The new intersection point will lie between W, and W, at an output which 
exceeds % The process now continues with ever-diminishing oscillations 
in price, selling costs and output. Depending on the number of firms, a 
final equilibrium will be reached above or on AA: Otherwise the number 
of firms will have to be reduced by bankruptcy. 

(9) It is, I believe, self-evident that the process just described is entirely 
unrealistic. Firms do not raise and lower prices at all frequently, quite 
apart from the obvious point that they will tend to anticipate the reactions 
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of other firms. However, the analysis is of some interest when it is compared 
with the well-known Chamberlinian schemes. There the process of com- 
petition is always uni-directional, that is prices are continuously diminished 
or selling costs increased until equilibrium is established. This is due to 
two reasons. First, Professor Chamberlin deals only with one pair of 
variables at a time, and hence his analysis is incomplete. Secondly, he 
makes an implicit assumption concerning the elasticity of demand. Con- 
sider, for instance, the famous DD and dd curves.!_ The firm is assumed to 
choose a point on dd which maximises its profits. When, because of the 
action of other firms, demand is less than was anticipated, the firm further 
reduces prices. But that must mean that when the demand is less than 
anticipated, the marginal revenue curve of the new (lower) dd curve must 
exceed the (higher) marginal cost of the lower output. This can be so only 
if the elasticity of the new dd curve exceeds that of the old one, at the same 
price. This may or may not be a good assumption to make, but it should 
be made explicit. When such a change in elasticity is not postulated it is 
not easy to trace the equilibrating process on the Chamberlin diagram. 
We shall presently see how the relaxation of the constant elasticity postulate 
affects our own conclusion. 

Since Chamberlinian competition of the kind under discussion is prob- 
ably of limited significance, we will not endeavour to trace out the process 
when W in Fig. 3 lies on an upward-rising part of MM. In this case 
oscillating may or may not occur. 

However, there is one point which deserves special mention. In (6) 
(ii) above we discussed the “‘ multiple equilibrium” case. Firms finding 
themselves in this position may, in any practical situation, be justified in 
assuming that if they undertake the relatively large selling outlays implied 
by the second equilibrium point other firms will not follow suit. For once 
it has undertaken the venture other firms might easily find that there is no 
action on their part which will allow them to earn a profit. The “ all or 
nothing ” aspect of this case may be quite a potent cause of concentration. 
In any event, the step-by-step Chamberlinian process is quite inapplicable 
here, and in so far as (6) (ii) is a frequent situation, it strengthens the belief 
that his process must be rare indeed. 

(10) From Professor Chamberlin, let us briefly turn to Mr. Harrod. Mr. 
Harrod has urged the view? that firms concerned with their long-run 
survival will tend to choose a price and output such that their profits do 
not attract newcomers. Geometrically, this is represented by the inter- 
section of the average cost curve (including “ normal ” profit) with the long- 
run expected demand curves. We are not here concerned with the validity 
of the hypothesis as such, but rather with the problems it raises for the 
theory of selling costs. 


1 Chamberlin, op. cit., Chapter 5. 
* R. F. Harrod, “‘ Theory of Imperfect Competition Revised,” in Economic Essays, 1952. 
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If the hypothesis is accepted, there are two, not necessarily mutually exclu- 
sive, assumptions we can make to account for the presence of selling outlays: 


(a) We may assume that, without selling outlays, there would be 
no output at which “ normal ” profits could be covered. That is the 
average cost curve including “ normal” profits lies wholly outside and 
above the zero selling costs demand curve, or 

(6) That selling costs increase the profit which can be earned with- 
out attracting new entrants or competitors. 


There is not much one can say about assumption (a) except that it 
strikes one as extremely unlikely that it would account for the rather heavy 
selling costs which are incurred at present throughout the economy. 
Assumption (4) seems by far the more hopeful. 

Once again our “ multiple equilibrium ” example is useful. By under- 
taking “large” selling outlays, the firm doing so will tend to raise the 
minimum selling outlay which can be undertaken by rivals hoping to survive. 
For by its action, the second equilibrium position (if it exists) of rival firms 
will entail even larger selling costs than before. True, we are not now 
supposing firms to maximise their profits in the old sense but to behave in a 
Harrodian manner. None the less, the point remains valid: Selling outlays 
introduce a certain lumpiness into competition and tend to raise the minimum 
size of new entrants. They are thus a kind of cushion against new competi- 
tion and will very likely therefore raise the “‘ normal ” profit which can be 
earned in security. 

However, once it is granted that the “ normal” profit of a Harrodian 
firm is to some extent a parameter to be changed by the firm’s own action, 
the door is re-opened for the more old-fashioned maximisation assumption. 
For as long as we assume that a firm is always concerned with the “ long 
run” (is always a “ sticker” in Professor Hicks’ terminology 1) and that it 
can only earn a given “ normal profit ” in the long run, there is nothing left 
to maximise. But when selling costs are introduced the situation is changed 
to one of maximisation under constraint, the constraint being the relation- 
ship of long-run expected demand, on the one hand, and prices, selling costs 
and profits, on the other. This means that Mr. Harrod’s important point 
can be rather more readily incorporated into traditional analysis. 


III 


(11) We shall now deal with the case where the elasticity of demand is 
not constant throughout.? The modifications are rather slight and concern 
mainly the construction of the PS and MM curves. 

1 J. R. Hicks, ‘‘ The Process of Imperfect Competition,” Oxford Economic Papers (New Series), 
Vol. VI, No. 1, February 1954. 
* Everything said so far concerning the constant elasticity case applies pari passu to the case 


where selling outlays increase the elasticity of demand. 
No. 274.—VOL. LXIX. x 
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The easiest assumption to make is that the firm (in isolation) regards 
selling outlays as diminishing the elasticity of demand for its product within 
a certain range, but continues to regard the elasticity of demand as inde- 
pendent of the price it charges. Let us see how these new assumptions 
affect the PS and MM curves: 


(a) The PS curve. Recall the argument in (3) above and once 
again consider a point such as Q’ in Fig. 1. The slope of x = 700 at 
Q’ measures the rate at which a given increase in selling costs can be 
transformed into a rise in price. But now, because of the increased 
selling costs and hence lower elasticity of demand, a given rise in price 
causes a smaller absolute reduction in demand than it did formerly. 
Hence x = 700 at Q’ will be steeper than it would otherwise have been. 
Recalling the example in (3), a small increase in selling costs at Q’ may 
allow prices to be raised by more than $ as much as they could have 
been raised at Q for a similar increase. Hence the optimum point for 
selling x = 700 may lie to the right of Q’. In other words, the PS curve 
may now have a positive slope. 

But we have, quite reasonably, postulated that the effectiveness of 
selling costs in reducing the elasticity of demand will be diminishing 
(after a certain point) and hence the (positive) slope of PS will be 
diminishing and eventually PS will again have a negative slope. The 
curve is plotted in Fig. 4. 











Price x = 600 
m = 100 
x =700 
a 2 < = 90 
M 
PS 
Selling Cost 


Fic, 4 


(6) The MM curve. This is a little more difficult to construct than 
in the constant-elasticity case. Suppose that at an output of x = 600 
marginal production costs (= 100) are equal to marginal gross revenue 
at zero selling costs. Now suppose selling costs to be raised. The 
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1s demand curve is shifted to the right and becomes less elastic. Recall 
n the well-known formula relating marginal gross revenue to price of 
e- output. It is clear that the price at which, with positive selling costs, 
ns marginal gross revenue will equal marginal product costs of 100 will 


rise as the elasticity of demand declines. In Fig. 4 the curve m = 100 
shows the combination of price and selling cost at which marginal gross 


8 revenue = 100. It has a positive slope, but this slope diminishes as the 





at effectiveness of selling costs in lowering the elasticity of demand declines. 
de We have drawn m = 100 as lying wholly below the constant sales 
od curve x = 600. It is possible that it rises above this curve and intersects 
14 it at some positive selling outlay.1_ This case will not be discussed, 
y: since it occurs only when the effect of selling outlay on the elasticity of 
> demand is very substantial indeed. But the reader can easily modify 
ay the analysis to take care of this contingency. 

| Now consider an output of x = 700. In drawing m = 100 we have 
or assumed that the second-order conditions of a production maximum 
a (marginal gross-revenue curve cutting marginal production-cost curve 
“ from above) are fulfilled at every point on this curve. Suppose that 


marginal production costs for 700 units = 90. Then the curve m = 90 
ng showing the combination of price and selling costs associated with a 
be marginal gross revenue of 90 must intersect the price axis above the 
he | intersection point of x = 700 with that axis. Suppose the contrary. 

Then at zero selling cost, marginal gross revenue is equal to marginal pro- 

duction cost at an output x = 600 and an output x > 600, which is 
—— impossible if the second-order conditions of a production maximum 
hold on m = 100. In other words, at an output of 700 with zero selling 
0 costs, the price at which marginal gross revenue is equal to marginal 
production cost of 700 units must exceed the price at which 700 units 
would be demanded. 

The curve m = 90 intersects x = 700 at R. Proceeding in the same 
manner for higher and higher outputs, we obtain successive intersections 
. of the appropriate m and x curves, and by joining these we obtain the 
MM curve we require. It should now be noted that MM may have a 
positive slope even though marginal production costs are falling. That 
this is so is obvious when we remember that selling costs now not only 
increase the amount which can be sold at any given price but also raise 
the “‘ degree of monopoly.” 


(12) In (5) above we have discussed the second-order conditions of a 
true maximum. We shall here content ourselves with listing the main 


. possible equilibrium positions: 
an 
600 (i) PS may intersect MM at a point where both curves have a positive 


wat slope. If this is to be a true maximum, MM must cut PS from below. 
The 1 See Appendix. 
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(ii) The intersection of the two curves may occur where PS has a 
negative and MM a positive slope. This is always a true maximum. 

(iii) The intersection may occur where PS has a positive and MM 
a negative slope. This is never a true maximum. 

(iv) There may be two intersections of the curves, one at zero and 
one at some positive selling costs which are both true maxima. This 
case we have already discussed in some detail. 

(v) Lastly, the intersecting may occur where both curves have 
negative slopes. In this case, as we already know, a true maximum 
requires that the PS curve should cut the MM curve from above. 


(13) We must now, briefly, note how our discussion of Chamberlinian 
competition is affected once we allow selling outlay to change the elasticity 
of demand. The main point of departure here is that the action of other 
firms will not only change the demand for the product of our particular firm, 
but also the elasticity of the demand curve facing it. Consider the situation 
discussed in (7) above and in Fig. 3. When other firms have increased their 
selling costs, demand is once again equal to * and the elasticity of demand is 
higher than it was expected to be. Hence we can no longer be certain that 
the MM curve will be shifted upwards even when marginal production costs 
are diminishing, for there are two opposing forces at work. The fact that 
demand is lower than expected, and hence marginal production costs higher, 
will tend to raise the price at which marginal gross revenue is equal to 
marginal production cost. On the other hand, the higher elasticity of 
demand will tend to lower that price. It is therefore possible that MM 
will shift downwards or not at all. 

Similarly, the PS curve may now be shifted upwards to the right. This 
is simply due to the fact that the higher elasticity of demand (due to the 
increased selling outlays of other firms) will tend to make the constant-sales 
curves flatter than they would otherwise have been. 

The result of all this is that after the action of other firms has reduced the 
demand and increased the elasticity of demand of our particular firm, this 
firm may further increase its selling costs and further lower price. In other 
words, we are now much closer to the traditional Chamberlinian picture. 
Equilibrium is reached when the opposing forces operating on the MM and 
PS curves just cancel out so that our firm undertakes no further change in 
selling outlays and prices, even though demand has turned out to be lower 
and the elasticity of demand higher than expected. The question of whether 
Chamberlinian competition is uni-directional or oscillatory is thus intimately 
linked to the effect of competition on the elasticity of demand of the firms 
partaking in it. 

It would not be difficult to construct examples, now that the elasticity of 
demand has been taken from its strait-jacket, in which a Chamberlinian 
process never converged to any equilibrium at all. This does not seem worth 
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while, since, as already argued, that kind of competition must be rare any- 
way, and probably non-existent if the situation is such that no equilibrium 
can be reached. 


IV 


(14) One of a number of uses to which a theory of selling costs may be 
put is a more realistic analysis of the effects of some kinds of taxes and, of 
course, to the problem of taxing selling outlays themselves. This section 
will, rather briefly, examine a number of these problems. 

Let us first consider the imposition of an ad valorem purchase tax levied 
on the final price. Assume, for the moment, that the firm is “ isolated.” 
We can usefully distinguish between a substitution and a contraction effect of 
the tax. 

The imposition of the tax changes the optimum way of selling any given 
output. For a given rise in price will now add less to net revenue after tax, 
which is what our firm is interested in, than hitherto. The gains to be had 
from selling a given output at a higher price (and selling cost) are diminished. 
Formally, this means that the optimum (selling) point on any constant sales 
curve £ is found, where the slope of that curve is equal to Aa where ¢ 
is the ad valorem rate of tax. Before the imposition of the tax the optimum 
was found at a slope equal to ; < a—ae Hence the optimum price and 
selling cost for any level of output is reduced, and this we call the substitution 
effect of the tax. Geometrically this means that the PS curve must always 
shift downwards to the left. 

The contraction effect is due to the upward shift in the MM curve. 
After the imposition of the tax, marginal gross revenue minus marginal tax 
payment must equal marginal production cost, and so the price which brings 
about this equality for any given output rises. The contract effect will 
normally tend to raise prices, but in one instance it will reinforce the substi- 
tution effect in lowering prices. This occurs when the pre-tax equilibrium 
is at a point where both the MM and PS curves have positive slopes. The 
reader can easily check that in this case a downward shift in the PS and an 
upward shift in the MM curve will lead to an equilibrium at lower prices. 
The reason for this is simply that the reduction in output and selling outlay 
considerably raises the elasticity of demand (and this lowers optimal prices). 

It is fairly clear that the presence of selling outlay increases the responsive- 
hess of output to an imposition of purchase tax above what it would other- 
wise have been. Consider a pre-tax equilibrium such as W in Fig. 2. 
Suppose a tax to be imposed but selling costs unchanged. The MM curve 
is shifted upwards and will intersect some constant sales curve # (not drawn) 
vertically above W. This would give us the output and price after tax if 
selling costs were unchanged. But in fact they are reduced (since PS falls 








308 THE ECONOMIC JOURNAL [JUNE 


as a result of the tax) and the intersection of the new MM and PS curve must 
occur at an output lower than #. Thus the fact that selling costs are variable 
tends to increase the responsiveness of output to the tax. 

We must now note that the above analysis probably overestimates the 
change in output and prices, for the firm is not isolated in practice. Its 
competitors will also adjust themselves to the tax, and in particular tend to 
cut their selling outlays. But when all firms act in this manner the reduction 
in the demand for any particular firm’s output will be less than anticipated. 
From our discussion of Chamberlinian competition, we know that this will 
normally mean that the MM curve will shift up by less and the PS curve 
down by less than would otherwise have been the case. On the other hand, 
we cannot be certain of this. For the fact that all firms have cut their selling 
costs may mean that the elasticity of demand for the product of a particular 
firm is sufficiently smaller than anticipated to reinforce the original shift in 
the two curves (see (13)). 

(15) Suppose that a tax on total selling cost at the rate 7 is imposed. 
This will mean that the best way of selling a given output % is found where 


1+T7 


the slope of the constant sales curve * is equal to = This is so because 





the imposition of the tax raises the “ cost ” of a given price rise for any output. 
Hence once again the PS curve will shift downwards and to the left. But 
the MM curve will not shift at all as long as the firm acts in isolation, since 
the conditions of production equilibrium are unaffected by the tax. It is 
easily seen that the result of the tax will normally be to lower output. It 
will raise prices if at the pre-tax equilibrium MM had a negative slope and 
lower prices if MM has a positive slope. 

Now it is worthwhile to recall that, since the elasticity of demand depends 
on selling costs, that 14M may have a positive slope even if marginal pro- 
duction costs are falling. It would be tempting to argue from this that a tax 
on selling costs would tend to lower prices more frequently than raise them. 
But this neglects the actions of other firms. Once again, when they have 
adjusted themselves, the elasticity of demand will tend to be less than it 
would otherwise have been, and hence the MM curve will tend to shift 
upwards for that reason. This means not only that prices will tend to rise 
when MM has a negative slope but may also rise if it has a positive one. It 
is very difficult to say anything a priori on the matter, since the final result 
depends on the magnitudes of opposing forces. 

(16) Unfortunately, the above discussion of the two kinds of taxes is at 
best only a very first step to an understanding of their full impact. It does 
not enable us, for instance, to discuss at all adequately the consequences of 
substituting between two taxes. To do so, we would require a general 
equilibrium model which took explicit account of selling costs and other 
features of non-perfect competition. Such a model is not available, and we 
must content ourselves with a number of general remarks: 
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st (i) Hardly anything is known of the effect of selling outlays on the 
le aggregate demand for goods and services. It may well be that the 
“constant total demand curve” has a similar shape to the constant 
e sales curves of our diagrams.! If it has, it must be emphasised that this 
ts will be reflected in the supply curve of effort and work of all kind. The 
0 plight of the American husband is well known. A tax on selling outlays 
n may or may not lead to a reduction in the price level relevant to the 
d. decisions to work. But even if it does, the willingness to work may yet 
ul be reduced. Hence a tax on selling outlays may be found to be 
ye “* inflationary ” in the same way as other taxes have been found to have 
d, this effect. 
ig (ii) As we have seen in the preceding paragraphs, the imposition of 
ar a purchase tax tends to reduce the selling outlay for any given output. 
in It is thus a tax which encourages price competition relatively to selling- 
cost competition. This is perhaps not sufficiently appreciated. How- 
d. ever, while a purchase tax directly affects the conditions of production 
re equilibrium, and hence normally will lead to rising prices, a tax on 


sales cost does not. Moreover, both kinds of taxes will have similar 
effects to incentives. In times of inflationary pressure a selling-cost 


it. tax may have considerable advantages over further increases in purchase 
ut tax. For in such situations most firms will be producing on the upward- 
ce sloping section of their MM curves, and the effects of selling costs on 
is demand elasticities is likely to be small. It is very unlikely that prices 
It would be increased by the tax. On the other hand, selling costs would 
nd be lower. The resources thus saved may be by no means negligible. 
(iii) There can be little doubt, and the analysis of the paper con- 
ids firms this, that selling costs will tend to increase the degree of concen- 
r0- tration of industry. By the same token, the scale of operation will be 
ax larger, and more advantage can be taken of increasing returns. This, 
m. as any economist worth his salt knows, is no argument in favour of 
ave selling costs. But we shall not discuss the welfare aspect of this matter, 
| it but instead note the interesting fact that a tax on selling costs may, 
nift paradoxically, increase, rather than decrease, the degree of concentra- 
rise tion. The reason for this is not far to seek. When we say that selling 
It costs tend to increase concentration we are comparing a position of 
sult zero selling costs with one where they have been (optimally) chosen. 
But a tax on selling costs affects marginal outlays, and only rarely will 
3 at cause the complete abandonment of all selling efforts. It may now 
joes happen that the less-efficient and financially weaker firms find that after 
s of the imposition of the tax there is no price-selling-cost combination 
eral which will allow them to earn normal profit given the probable actions 
ther of their rivals. Indeed, in the case of Chamberlinian competition, the 
| we tax must always reduce the number of firms. But even in other cases, 


* See K. W. Rothschild, ‘‘ A Note on Advertising,’ Economic Journat, March 1942, p. 112. 
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in so far as the tax stimulates marginal-price competition, it may well 
lead to the bankruptcy of smaller firms. 


There are a host of other problems to be discussed and analysed, not least 
the role of selling costs in the dynamics of a capitalist economy. But our 
knowledge at present is quite insufficient for the task, and the above general 
remarks lack all rigour. It is to be hoped that one day we will be able to be 
as precise about the world as it actually is as we are now about the world as 


we should like it to be. 
F. H. Haun 


University of Birmingham. 


MATHEMATICAL APPENDIX 


(i) Notation. Let x = amount demanded, P = price and S = selling cost. 
Let C(x) =C represent the relation between output and production cost. We 
write xp, xs for =o and xps, xpp, etc., for —_ & 

P3 *8 oP’ as PS) *PP3 ”? @Pes’ oP* 


(ii) We wish to maximise 


n= Px—C(x)—-S . ' . ee 
given the demand relation 
= x(P, S), [xp <G; xs = 0] ° ‘ ; (2) 
And so 
x = UXxp (a) 
P—C' (x) =—u (b) . . - — (3) 
— 1 =pxs (¢) 
where yu is a Lagrangean multiplier. (3) may be rewritten equivalently as 
] En Xs 
x Xp ) Se «dice ea 
P+7==C'(z) (b) 
*p 


From (2) we see that the right-hand side of 4(a) measures the slope of our constant 
sales curves and 4(a) is the condition discussed in (2) of the text. Condition 4(6) 
simply states the equality between marginal gross revenue and marginal produc- 
tion costs. The reader can easily verify that when (4) is satisfied, then so neces- 
sarily are all the conditions of (3). 


(iii) Let 
q 0 — | Xp Xs ie 
p eG i 6 
: 1 
v= “4 — u Xpp XPs ° ° ‘ (5) 
= 0 Xsp Xs 


a E 
Then for a true maximum V must be the discriminant of a negative definite 
quadratic form under constraint. In particular, it is easily verified that V <0 
(where V = |z|). 
Now our PS curve is given from 4(a) by the equation 


a[ —*3]=0 Sever inwie tale, Oe 
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And the MM curve is defined by 
x le 
a[P +2 |-aw =0 ‘ : « 2 


In the case discussed in Section I of the text, where the demand elasticity is con- 
stant throughout, we find the slope of (PS) from (6) to be 


*) 

(5s =. (6a) 
dS} ps - ( 1+ :) 

where ¢ is the given elasticity of demand. Since by the second-order conditions 
xss < 0 and xp < 0, xs > 0, it follows that PS has a negative slope (|e|) > 1). 


The slope of MM is found from (7) to be 
(3) ao, (7a) 
M 1 + - ae CO" 


Hence the slope of MM will be positive when marginal production costs are rising 
and normally negative when they are falling. 
It is easily found by evaluating V that 


(3) ne - (By "<9? - 8) 


which is condition (5) of the text. 

(iv) If selling costs affect the elasticity of demand in the manner described in 
the text, the construction of the MM curve requires the preliminary construction 
of the m curves. For any marginal production cost the equation of mm is 


a[p+=]=0 . « «&. = we 


From this we easily find the slope of the mm curve to be 


*Ps 





dP) _ __5| | xprs* (10) 
dS} m xp l 
1+ 


Both the nominator and denominator of the fraction in square brackets are 
positive, since |e| > 1 and an increase in selling costs reduces the elasticity of 


demand. (This can be checked by differentiating e = nr P with respect to S.) 


In the text we assumed that the fraction in square brackets was less than unity. 
Differentiating ¢ with respect to S, we find this assumption equivalent to 


~ BRs8 G2 (« =) ay cal, 15 
és 


Hence, unless ¢s is quite large in absolute value or e very small, the assumption 
ls reasonable. 
(v) When the elasticity of demand is allowed to vary, the slope of PS becomes 


— |. XXss _ *Ps 

(3s) es (xs)? _Xsxp__| (66) 

dS PS xXXgp ] ; ‘ ' 
ia 
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When the elasticity of demand is constant this reduces to (6a), since then as is easily 
x . - 
checked = *Ps® 1. Since xss < 0 by the second-order conditions, the numerator 
x p 


of (66) will diminish as x increases and eventually become negative, while the 
reverse will happen in the denominator. For as Song effectiveness of selling costs 


in reducing the elasticity of demand declines **8? rand ? approaches unity. For low 


x and S, Seen, the fraction multiplying — = may be positive. 
r 


Lastly, in this more general case, the slope of MM becomes 





xs *PsX 
PGs: am at 
(zs) a al a a . (7b) 
dS M 1 +: ex C"'xp 


and it is obvious that this may be positive when C’’ < 0. 
(vi) With a purchase tax at rate ¢ and selling-cost tax of rate T, (1) becomes 


n=(1—#)Px—C(x)—S(1+T7) . . (la) 
And the condition (4) for a maximum now are 
1 oe T _ xs 
(Its ~~ zp te) 
(1 —2) [P ‘ =| = C'(x) (). (4a) 
xp 
If Vy is the co-factors of the element in the i** row and j column of V, then 
a= yet ( ae , , . (12) 


The second term of (12) is negative ba the second-order conditions (u > 0), and 
we have called it the substitution effect. We easily find 


_ | ss XpsX xg*xp? 


The term in square brackets is ne same as the square bracket terms in (66). If 
it is positive, V being negative, the “ contraction term ” is also negative. This is 
the case discussed in the text, where PS has a positive slope at the point of equi- 
librium. Lastly, 








oP Vy 
Tah (14) 
and Nis = a i- = - c's eos + « 2 


The square bracket of (15) corresponds to the numerator of (7b). If it is positive, 


then, since xsxp < 0, V < 0, un > 0, it follows that — oP <0. That is the result in 


oT 
the text, where we found that a tax on selling costs will reduce prices provided 
MM has a positive slope. 
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THE POSSIBILITY OF WARRANTED GROWTH 


I. INTRODUCTION AND SUMMARY 


Is the growth of a free-enterprise economy regulated by effective de- 
mand, or by the supply and efficiency of its primary resources? In Harrod’s 
terminology 3 the question falls into two parts: (i) Does the rate of growth 
of income tend towards the “‘ warranted ” rate, at which capital is increas- 
ing part passu with capital requirements, or towards the “ natural” rate 
made possible by the growth of population and technical knowledge? (ii) 
Is there a tendency for these two rates—natural and warranted—to approach 
each other in the long run? 

To ask this question is not to ask whether there is a long-run tendency 
towards full employment of manpower in a growing economy. Full em- 
ployment may be conjoined with warranted growth below the natural 
rate. The “ unused ” resources allowing demand-regulated growth would 
consist of a fund of as yet unapplied new techniques of production. This 
would imply that in the past the rate at which new technical discoveries 
have been made has exceeded the rate at which they have been drawn 
into use. In these circumstances, even though the employed population 
were stationary, output could expand more rapidly, if demand grew faster, 
so as to make it worth while to draw more rapidly on the accumulated 
fund of new techniques. 

In a recent article ? Kaldor relies upon the flexibility of profit margins 
to bring into ultimate coincidence the warranted and natural rates, so that 
ultimately supply conditions limit the rate of growth. But he further 
argues that, even before this coincidence is achieved, the actual rate of 
growth must be regulated by supply conditions rather than by demand. 
Accepting Harrod’s thesis that the warranted rate of growth is surrounded 
by a field of centrifugal forces, he points out that this entails that, if growth 
is a persistent feature of the economy, it must be at a rate in excess of the 
warranted rate. (For if the actual rate is below the warranted rate, long- 
run growth is impossible; and growth at the warranted rate may be ruled 
out as an improbable fluke, in the absence of any forces tending to hold 
the economy on the warranted path.) But if the rate of growth is above 
the warranted rate it must increase until it meets the ceiling of supply 
limitations. 

By combining his assumption of a tendency to equality of the natural 

1 R. F. Harrod, Towards a Dynamic Economics, Macmillan, 1948; ‘‘An Essay in Dynamic 
Theory,” Economic Essays, Macmillan, 1952; ‘‘ Notes on Trade Cycle Theory,” Economic JOURNAL, 


June 1951. These will be called respectively Towards, ‘‘ Essay” and ‘ Notes” in subsequent 
references. 


* N. Kaldor, “‘ A Model of Economic Growth,” Economic JourNAL, December 1957. 
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and warranted rates with Harrod’s centrifugal forces surrounding the 
latter, Kaldor achieves, in addition, a neat integration of trend and cycle 
theories. A fall in the rate of investment, due, for example, to a temporary 
fall in the rate of technical progress, may encounter a short-run rigidity 
of profit margins, and so carry the actual rate of growth of income below 
the warranted rate into the field of downward-spiralling forces. 

The two foundation stones on which Kaldor’s structure rests are, then, 
the long-run flexibility of profit margins and the instability surrounding 
the warranted path of advance. 

The main purpose of the following discussion is to appraise the second 
of these, with its implication that long-run growth must be at the natural 
rate. My concern is not with the relation between the warranted and 
natural rates. I shall therefore assume, with Harrod, a constant propor- 
tion of income saved and desired ratio of capital to output, and ask whether, 
in these circumstances, there is an inherent tendency of the rate of growth 
of income to increase when it is above the warranted rate and to decline 
when it is below it, or whether, on reasonable assumptions, the warranted 
rate of growth may have the properties of a stable equilibrium of advance. 

After a brief consideration of the meaning to be assigned to warranted 
growth (Section II), and an exposition of what I conceive to be Harrod’s 
argument (Section III), it will be maintained that the instability theorem 
rests, not on the explicit assumptions made about entrepreneurial decision- 
making, but on an implicitly assumed lag between investment decisions 
and capital outlay; when this lag is removed, but the other assumptions 
are retained, the instability disappears. The possibility of demand-regu- 
lated growth therefore depends on the plausibility of allowing capital 
outlays to be affected by contemporary decisions, and it will be argued 
that to allow this is more convincing than to exclude it (Section IV). A 
model of stable demand-regulated growth is then developed, which meets 
a major objection which may be brought against the preliminary model 
presented in Section IV (Section V). It is shown that the same assump- 
tions which secure stability in the simple aggregative system serve to secure it 
also when the economy is broken down into numerous industrial sectors 
(Section VI). Finally, it will be suggested that, in spite of the model's 
stability, its features are not without interest for the analysis of disturbance 
(Section VII). 


II. THe MEANING OF WARRANTED GROWTH 


Several commentators have pointed out that Harrod uses two defini- 
tions of the warranted rate of growth which are not equivalent. By one 
definition it is the rate which is necessary if the representative entrepreneur 
is to be content with the policy he is pursuing; by the other it is that rate 
which, if adhered to, will be maintained in the absence of fresh disturb- 
ances. 
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In the original version of his theory ! the warranted rate satisfies both 
definitions, but in a later version ? Harrod seems to cleave exclusively to 
the second meaning: the warranted rate is here simply a constant rate of 
growth. There is a growing shortage of capital experienced along the 
warranted path itself. 

Nevertheless, centrifugal forces are supposed to surround this path. 
It is difficult to understand why they should. If there is a growing short- 
age of capital when output is advancing at the warranted rate there will 
be a growing shortage, too, if its rate of advance is slightly less than warranted. 
There is no cause here for retrenchment. If, on the other hand, the war- 
ranted rate were defined to involve growing capital redundancy, rates of 
advance slightly above the warranted path would not suffice to set off 
boom conditions. Unless the definition of the warranted path involves 
entrepreneurial satisfaction, the centrifugal forces cannot operate on both 
sides. The instability theorem therefore requires that the warranted path 
be defined as a path of advance on which plans are realised, and it is in 
this sense that the term will henceforth be used. 

Is it also to be defined as a path of constant percentage growth? I do 
not think so. For constancy of the rate of growth at which plans are 
realised is merely a consequence of the simplifying assumptions that it is 
convenient to make as a first approximation. If the economy is divided 
into numerous sectors there is no reason why the path of advance which 
realises plans should also be one of constant proportionate growth in all 
outputs. But if centrifugal forces exist, they come into operation if and only 
if plans are going awry, whether or not they displace a regime of propor- 
tionate growth of all sectors. 


III. Tue Instasitiry THEOREM 


The operators D = d/dt and G = d log/dt will be used. Thus Dx and 
Gx are respectively the absolute and percentage rates of change in x, and 
DGx is the absolute rate of change in Gx. 

Before coming to special assumptions it is convenient to set out some 
relationships which hold through most of the subsequent analysis. ‘:t 
x and y denote respectively capital and net income (or output) measured 
in terms of money of constant purchasing power or a numeraire good, relative 
prices and interest rates being assumed constant. Let c be the desired ratio 
of capital to output, and s be the proportion of income saved, both positive 
constants. (Capital requirements not associated with current activity, and 
therefore giving rise to “ autonomous” capital outlays, will be assumed 
absent.) Total capital requirements are cy. Define a shortage of capital 
(2) as the excess of capital requirements over capital, so that 


(1) v=y—x 
1 E.g., Towards, pp. 81-2. 





* E.g., ‘‘ Notes,” pp. 274-5. 
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Of course, v <0 means capital redundancy. Differentiating (1) with 
respect to time, we obtain the rate of change of capital shortage, 


(2) Do = cDy — Dx 
cDy, marginal capital requirements, is what Harrod calls “ justified invest- 


ment.” } 
Capital accumulation is the same as saving. Therefore 


(3) Dx = sy, or Gx = sy/x 


This relationship permits the expression of v in terms of the percentage 
growth of capital (Gx), and of Dv in terms of the percentage change in 


income: 
_ Gx — sle 
(4) v/x = —- 


(5) Doly = cGy — s 

Evidently s/c has the characteristics of a warranted rate of growth. 
For only if both capital and income are growing at this rate can capital 
requirements be continuously fulfilled. If capital grows faster than this it 
is in short supply, and if it grows more slowly it is redundant. If income 
grows faster than s/c there is either a growing shortage or a declining re- 
dundancy of capital; if it grows more slowly there is either a growing 
redundancy or a declining shortage of capital. 

Growth of income and capital at the warranted rate is necessary for 
equilibrium, but it need not be sufficient. A further necessary, and poten- 
tially independent, condition is that demand for goods should be continu- 
ously equal to production (net output). Let u stand for the excess of 
demand over production, and : for capital outlay (planned investment). 
Then 

(6) u=t—ys 
and equilibrium growth requires that 7/y = s and that Gi = Gy (i.e., that 
u =0 = Du). 

Harrod assumes that an entrepreneur in a growing economy bases his 
induced investment decisions on: (i) the relation of his stocks and equip- 
ment to the requirements of his current productive activity, and (ii) the recent 
trend of production. He will order more: (i) “the shorter are his stock 
and equipment in relation to current requirements,” and (ii) “‘ the greater 
has been the upward trend of his recent put-through.” 2 Harrod suggests 
that his diagnosis of instability rests on these two assumptions.” 

In Towards (pp. 81-6) the two assumptions are combined in the follow- 
ing way. Suppose we start from a situation in which capital is adjusted 

1 Strictly speaking cDy is to be identified with “justified investment” only if v= 0. For 


an elucidation of this point see the latter part of the present section. 
2 “ Notes,” p. 273. 
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to total requirements, 7.e., 0(0) = 0. If at the same time Dv = 0, capital 
requirements are growing in step with capital accumulation. In these 
circumstances entrepreneurs are content with the rate at which their capital 
outlays are growing, and it is assumed that they will, unless prevented by 
physical limitations, maintain a constant rate of growth of 1, increasing it 
in the succeeding period in the same proportion as it has just been in- 
creased. But if Dv > 0, capital requirements are outstripping accumula- 
tions, and it is assumed that entrepreneurs will attempt to meet the incipient 
shortage by increasing capital outlays more than in proportion to the 
previous increase. Likewise, if Dv < 0, there is an incipient redundancy 
of capital, persuading entrepreneurs to increase their outlays less than in 
proportion to the last increase. 

This amounts to assuming DGi2 0 according as Dv20. But it is 
more convenient to connect DGi with Dv/y than with Do itself, because it 
is then possible to obtain a model which is linear in the rate of growth. 
Therefore the above assumptions about capital outlay may be expressed in 
the form: 


(7) DGi = «Doly 
where « is a positive constant. By substitution from (5) 
(8) DGi = «(cGy — s) 


Apparently Harrod conceives long-period development to proceed as 
a continuous succession of short-period Keynesian equilibria. At each 
point of time demand equals supply, and so income is determined by the 
investment multiplier. Thus the condition u = 0 is continuously fulfilled, 
and consequently sy = i, Gy = Gi and DGy = DGi. Substituting this last 
identity in (8), we obtain 


(9) DGy = «(cGy — s) 


which is a first-order linear differential equation, with constant coefficients, 
in the variable Gy. Its solution is 
Gy = sc + {Gy(0) — s/c} 

where Gy(0) is the initial rate of growth of income. If income is initially 
growing at the warranted rate, s/c, it will continue to do so. But if it is 
initially growing faster than this, its rate of growth will continuously in- 
crease, and capital shortage will grow; and if it is initially growing more 
slowly, its rate of growth will continuously decline, capital redundancy 
will grow and income will soon begin to decline.? 

* “Notes,” pp. 271-2. Also “‘ Supplement on Dynamic Théory,” Economic Essays, pp. 282-4. 

* Certain ambiguities in Harrod’s exposition, especially in the “‘ Essay,” have led most com- 
mentators to a rather different version of the instability theorem from the one given here. The 
€conomy is not assumed to develop with continuous equality between demand and supply. On 


the contrary, the primary source of instability is in the effect of excess demand or supply on 
production decisions, not in the effect of growing capital shortage or redundancy on investment 
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As it stands, the model does not answer all the questions one would 
like to pose it. It has been constructed on the supposition that v(0) = 0. 
But suppose Gy(0) =s/c and o(0) #0. Would it be reasonable to 
assume that the economy continues to grow at the warranted rate? Growth 
at the warranted rate is necessary for equilibrium, but is it sufficient? 
Again, suppose, for example, that Gy(0) > s/c, but (0) < 0, 2.e., that there 
is, initially, diminishing capital redundancy. The situation could arise if 
the government were to succeed in encouraging private consumption 
sufficiently to push the warranted rate below the actual rate of growth, 
soon after the appearance of recession but before income had begun to 
fall.’ In view of the continuance of capital redundancy, it is unlikely that 
this would be enough to turn the recession into a boom. 

Harrod is, of course, aware of the difficulty about v. He proposes to 
deal with it by distinguishing the marginal from the average capital co- 
efficient. The two are equal only if 7=0. When vz > 0 the marginal 
coefficient, c’, stands above the average, c, and justified investment is 
c’Dy > c'Dy. When v is <0, c’ <c, and so justified investment is less 
than cDy. The warranted growth-rate is s/c’, and is consequently abnorm- 
ally high in a depression and low in a boom.!_ Presumably, therefore, one 
would have to argue that the Government’s success in reducing s would be 
counterbalanced by the reduction in ¢’. 

Nevertheless, the possibility remains of a reduction in s of sufficient 
magnitude to bring about the situation envisaged above, in spite of the 





decisions. Entrepreneurs quicken or retard the rate of growth of their output according as excess 
demand is positive or negative. Thus 


(a) DGy = euly 

where € is a positive constant. From (6), 
(5) uly =ily—'s 

Investment decisions are in turn identified with Harrod’s justified investment, i.e., 
(c) i= cDy 


Combination of (a), (b) and (c) yields an equation in Gy of exactly the same form as (9). The 
superficial resemblance of the two versions, and the possibility of confusion, is increased by the 
fact that, from (5) and (c), u = Dv, so that the warranted rate of this alternative version is not 
only such that demand equals supply, but also necessary to the continuous equality of capital to 
requirements. 

Harrod’s clarification of his position in his more recent writings leaves little doubt but that 
the version of the text is the closer to his thought. He rejects the notion that he intends a diver- 
gence between income and expenditure (“ Notes,” p. 270), or that justified investment is the 
same as intended investment (ibid.). And from “‘ Notes,” p. 273, it is clear that investment orders 
are the source of instability. 

Considered on its own merits, the alternative version is not a very convincing argument for 
instability. Baumol’s critism of equation (a) (Economic Dynamics, pp. 53-4) appears to be a sound 
one. It makes entrepreneurs unreasonably optimistic or pessimistic. An excess of supply over 
demand, for example, is not a sufficient reason to cut back the growth of production if your sales 
are expanding rapidly. Equation (c) is, moreover, quite inadequate as a hypothesis about capital 
outlays. It allows capital shortage (or redundancy) to bear on investment decisions only through its 
prior effect on the course of production. 

1 “ Essay,” p. 267, and Towards, pp. 83-4. 





JNE 


uld 


to 


nt? 
lere 
e if 
tion 
nth, 
1 to 
that 


s to 

cOo- 
inal 
it is 


rm- 
one 
d be 


“ient 
” the 


EXCESS 


The 
by the 
is not 


ital to 


it that 


orders 


ent for 
} sound 
ly over 
ur sales 
capital 
ugh its 





1959] THE POSSIBILITY OF WARRANTED GROWTH 319 


tendency of c’ to sag, and we are left with the implication that entrepreneurs 
could be stimulated to expansion merely by experiencing a taking-up of 
some of the slack in their productive capacity. 

However, one does not wish to make too much of this point, particularly 
as Harrod has indicated! that he does not regard his instability theorem as 
depending on the special assumption about entrepreneurs’ behaviour ex- 
pressed by (7). 


IV. Tue Cause or INSTABILITY 


I mentioned in the last section Harrod’s ascription of his centrifugal 
forces to the dependence of investment decisions on the recent trend of 
output and the surplus or deficiency of capital. It will now be shown 
that this dependence is not destabilising on its own, but becomes so when 
it is made to operate in conjunction with a time interval, implicit in Harrod’s 
formulation of his theory, between investment decisions and capital outlays. 
It is therefore not the case that the instability “ has nothing to do with the 
effect of lags.” 2 

It is easy to see that a lag is involved in (8). It means that the entre- 
preneur decides to-day what his future capital outlay is to be, by comparing 
the current increment in requirements with to-day’s capital outlay. 
Similarly, to-day’s outlay was determined by decisions taken, and orders 
placed, in the past. It cannot be modified in the light of the current 
out-turn of events—that can bear only on to-day’s orders, future investment. 

But let it be assumed, on the contrary, that current capital outlay is 
influenced by current events. If there is no shortage or redundancy of 
capital (7.e., if v =) outlay will be planned to equal the increment in 
requirements prognosticated for the immediate future, the prognostication 
being made by projecting into the future the rate of growth of the firm’s 
output undertaken in the immediate past. If there is a shortage of capital, 
planned outlays will be larger than this, in proportion to the extent of the 
deficiency; and if capital is surplus to requirements, planned outlays will 
be smaller, in proportion to the redundancy. These assumptions are in- 
corporated in the following relation, to replace (7). 


(10) 2 = cDy + xv 


where v is defined as in (1), and « is a positive constant. Maintaining the 
assumption that sy = 7, we have 


cDy — sy + xv = 0 
But by (2) and (3) cDy — sy = Do 
Therefore (11) (D+ «)v =0 
1 E.g., “ Notes,” pp. 271-3. 


2 Towards, p. 86. Cf. also ‘‘ Notes,”’ p. 262-4. 
No. 274.—VOL. LXIX. Y 
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Since supply is always equal to demand, the only condition of equili- 
brium is that capital should be continuously equal to requirements. From 
(11) it is apparent that v = 0 entails Dv = 0: hence if the economy is 
on its equilibrium path, it will stay there in the absence of external dis- 
turbance. 

Dv = 0 is both necessary and sufficient for equilibrium. But, by (5), 
Dv = 0 if, and only if, Gy = s/c. It follows that growth of income at the 
warranted rate is both necessary and sufficient for the continuous fulfilment 
of capital requirements. 

All this is very similar to Harrod’s theory. The difference is in the sys- 
tem’s motion when it is initially growing at an unwarranted rate. If v 4 0, 
(11) may be written 


Gv = Dojv = —« < 0 


Hence Dv 2 0 according as v $0. If v is positive it is decreasing, and 
if it is negative it is becoming less so. There is an inherent tendency for 
the shortage or surplus of capital to be eliminated. This, of course, also 
means that, if growth is initially unwarranted, it tends to approach the 
warranted rate as time goes on. The forces at work on either side of the 
warranted path are centripetal. 

Since Gy 2 s/c according as Dv = 0, it follows that Gy 2 s/e according 
as v0. Here is, perhaps, the most striking contrast with Harrod’s 
model. A rate of growth above the warranted rate indicates an excess of 
capital, and a rate below it indicates a deficiency. This is because an 
excess of capital, for example, persuades entrepreneurs to keep investment 
(and therefore y) low in relation to the growth of their requirements (as 
determined by Dy), and the consequence is that Gy (= Dy/y) is abnormally 
high. A higher-than-warranted rate of growth is the consequence of steps 
taken with the intention, and effect, of eliminating redundancy, whereas 
in Harrod’s theory it is a sign of growing shortage, and a cause of steps 
taken with the intention of reducing this, but with the effect of magnifying it. 

The upshot of the foregoing analysis is that, if the instability theorem 
is to be upheld as displaying an inherent property of development unlimited 
by scarcity of primary resources, current capital outlay must be wholly 
determined by decisions taken in the past. Wholly determined, because 
one can allow past decisions to play a part, together with current ones, 
without upsetting the stability of growth. Indeed, they do play their 
part in (10), which gives expression to the fact that investment projects 
take time to complete. 

What has to be shown, therefore, is that there is necessarily a significant 
interval between taking a decision and starting the outlay (or series of 
outlays) it gives rise to. The interval might occur either between the 
decision itself and the placing of orders, or between the placing of orders 
and the beginning of the outlay. 
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In the latter case what must be envisaged is a lapse of time between the 
order and the commencement of work upon it. For otherwise there is 
no interval. If work begins at once, the outlay has ipso facto begun. The 
question of the time of payment is irrelevant here. Whether payment is 
in advance or on delivery is purely a matter of finance, of who seeks credit in 
the first instance, the manufacturer of the equipment or its prospective user. 

I can think of no reason why a delay must elapse between receiving an 
order and beginning work upon it. It may, of course. But, if it does, 
that is a sign that demand exceeds supply. To assume an interval between 
orders and the beginning of construction is equivalent to assuming a pro- 
duction lag. If I have interpreted him correctly, Harrod makes no such 
assumption. But even if it were to be made, the result would not neces- 
sarily be instability. This will be shown in the next section. 

There remains the possibility that the interval is between the investment 
decision and the placing of orders. Presumably this would mean a signifi- 
cant lapse of time, after the completion of the plans and before the issue of 
instructions, during which no external event would be allowed to modify 
those plans in any way. For the decision cannot be said to be complete 
while its only manifestation is a still plastic structure of intentions. It is 
hard to believe that such a rigidity of procedure is at all common in the 
world of business. 

In his book The Trade Cycle} Harrod put in a central position “ the 
interval that elapses between placing an order for, or beginning to under- 
take the construction of, capital goods and their use in the productive 
process.” 2 This could be interpreted to mean not merely that current 
investment is partly dependent on past decisions, but that current deliveries 
and installations of new pieces of equipment are wholly the result of pre- 
viously given orders. Does this admittedly reasonable proposition provide 
support for the instability theorem? I do not think so. The assumption 
on which the theorem actually relies is that current decisions for future 
investment are taken by comparing current (marginal) requirements with 
actual accruals of capital, not with new installations only. And there is 
a good reason for not replacing “accruals” by “installations” here, 
which Harrod himself recognises: ‘‘ The rise or fall of goods in the pipe- 
line above or below the required level may be just as big a factor as the 
margins of unwanted equipment or shortage of equipment in depressing 
or stimulating the system.” * Growth of markets will have a less encourag- 
ing effect on future investment the greater the rate of increase of equipment 
under construction, not only the greater the flow of finished equipment 
into use. While, therefore, the lag in question: would provide a formal 
basis for the theorem, its use in this context would be unsound. 

It must be concluded that the assumption on which the instability 
theorem depends lacks justification. 

1 Oxford, 1936. 2 Op. cit. p. 88. 3 Towards, p. 85. 
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V. A Mopbet or STABLE GROWTH 


There is, however, a legitimate objection to be brought against the 
argument of the last section. It is that the very assumption that secures 
the stability of warranted growth makes the economy incapable of pro- 
ceeding along the path of development assigned to it there. 

That path involved the continuous equality of demand and supply. 
As in Harrod’s theory, the economy was supposed to be in short-run 
Keynesian equilibrium all the time, whether it was in long-run equilibrium 
or not. But this is reasonable only if the stability conditions of short- 
run equilibrium are met. 

Harrod’s system satisfies the requirement of short-run stability, notwith- 
standing its centrifugal forces operating in the long run.’ Capital outlay 
is a datum in the period of its occurrence, having been determined by 
decisions taken in the past. The condition of short-run stability is therefore 
only that the marginal propensity to save (s) be positive. 

But if capital outlay depends on current income it is highly unlikely 
that the condition for short-run stability will be met. It is impossible to 
say precisely what this condition is without constructing an explicit model 
of short-run equilibrium, but it seems clear that it will require s/c to exceed 
x. But «, the proportion of capital deficiencies which firms are currently 
planning to make good, may well be as large as 50%, while s/c is unlikely 
to exceed one-tenth of this. Has one to conclude that demand-regulated 
growth is, after all, impossible, on the ground that there is bound to be 
instability, if not of long-run, then of short-run equilibrium? 

Fortunately the implication is not inescapable. Long-run stability can 
be preserved if one is prepared to sacrifice the notion of a short-run equili- 
brium developing under the pressure of long-period forces. This line of 
escape does, in any case, commend itself, by promising to compensate with 
its greater realism for what it loses of simplicity. Short-run adjustments 
are not sealed off from the interference of the longer-run forces. Their 
separation will continue to be a useful approximation for some purposes, 
but it cannot be regarded as a canon of procedure in the analysis of growth. 

If discrepancies between demand and supply are allowed, an assump- 
tion must be made about the formulation of production plans and their 
dependence on excess demand and supply. It will be assumed that, in 
the absence of excess demand or supply, entrepreneurs plan to increase 
(reduce) their production in the immediate future in step with the rate at 
which they expect their demand to expand (contract), their prognosis of 
the rate of change of demand being made by projecting into the future the 
trend of demand experienced in the immediate past. If there is excess 

1 The contrary opinion expressed by some (e.g., H. Brems, “‘ Stability and Growth,”’ Economic 
Journat, December 1955, pp. 612-25) appears to be due to an imperfect appreciation of Harrod’s 
position. 
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demand, however, production will be planned to increase faster (or decline 
more slowly) than this; and if there is excess supply, production will be 
planned to increase less rapidly (or decline faster), in proportion to the 
extent of the excess. In comparison with the assumption of the “ alterna- 
tive version ” of Harrod’s theory previously referred to,! this avoids giving 
undue weight to excess demand or supply, by assigning to the trend of 
demand an independent influence on production plans. 
In symbols this is interpreted by the relation: 


(12) Dy = eu + Dz 
where Dz is the rate of change of demand (z), and e« is a positive constant. 
Demand is the sum of consumption and capital outlays, 7.e., 

(13) g=t+ (1 —sjy 
The complete system is specified by adjoining to these the equations (1), 
(3), (6) and (10). 

Since Du = Dz — Dy, it follows immediately from (12) that 


(14) (D + ¢«)u=0 
Also from (2), (3), (6) and (10) it is easy to derive the relation 
(15) (D+ «)v=u 


There are now two independent conditions of equilibrium, that supply 
equals demand and that capital equals requirements (i.¢., that u = v = 0). 
From (14) and (15) it is evident that u =v =O entails Du = Dv = 0. 
This means that, once on its equilibrium path, the economy will continue 
in equilibrium unless dislodged by an external force. 

Neither u =0 nor v =0 is alone sufficient for equilibrium. But, 
from (15), it is both necessary and sufficient that capital should be continu- 
ously equal to requirements, i.e., that v = Dv = 0. Consequently, refer- 
ring back to (4) and (5), we observe that equilibrium growth is achieved 
if, and only if, both income and capital are growing at the warranted rate, 
s/c, neither of these conditions being enough on its own. 

The question of stability is rather more complicated than it was when 
demand and supply were assumed to be in continuous balance. It is 
obviously necessary that both u and z should tend to zero as time goes on. 
But, for reasons to be given presently, this is not enough. First, however, 
it will be shown that u and vz do in fact tend to disappear. 

From (14) the solution for u follows at once: 


u = u(O)e* 
and therefore there will be a constant tendency towards the elimination 


of excess demand or supply. Since (14) was derived directly from (12), 
the action which entrepreneurs are assumed to take, in order to bring 


1 P. 317 above, footnote 2. 











324 THE ECONOMIC JOURNAL [JUNE 


their production into line with the state of their markets, tends to achieve 
its aim no matter what factors determine demand conditions. 

If (15) is differentiated with respect to time, and u and Du are elimin- 
ated from (14) and (15), we obtain: 

(D + x«)(D + ¢)v=0 
whence v=V,e" + Vyet 
in which V, and V, are constants depending on initial conditions. Since 
the exponents of both terms are negative, v must tend to disappear in the 
long run. 

Nevertheless, instability is possible. For the disappearance of u and 2 
may occur only after income and capital have become negative. In 
economic terms this is to say that u and v may fail to be eliminated before 
income falls to zero and the system breaks down. The solution in y takes 
the form: 

= Y,e!* +- re* + te 
and if y is to be positive in equilibrium we must have Y, > 0. This con- 
dition places a restriction on the initial rate of decline of income. It is 
met if, and only if, 

(16) Gy(0) > — fe + « + ex/Gx(0)} 

Thus a too precipitate initial fall in income could, theoretically, plunge 
the economy into a downward movement from which it could be rescued only 
by the failure of one or more of the assumptions of the model. 

In practice, however, the possibility may be disregarded. The constant 
e is likely to be considerably greater than 100%. The critical rate of decline 
of income is therefore too large to constitute a danger point. 


VI. Tue Srasiry or INTER-INDUSTRIAL Dynamic EQUILIBRIUM 


No allowance has yet been made for the varying composition of the 
national output and the national capital, or for the inter-relations between 
industries. This must now be done, and it will be shown that, if entre- 
preneurs’ behaviour follows the pattern assumed hitherto, the same centri- 
petal tendencies are to be expected. 


(a) Gross and Final Product 


If one wishes to include inter-industrial transactions on current as well 
as on capital account, gross and final product must be distinguished. The 
final product of industry J (_y;) is its gross product (p;) less the absorptions 
as current input by all industrial sectors, including J itself. It is assumed 
that industry K’s current outlay on J’s product is in constant ratio (bj) 
to K’s own gross product. Thus 


(17) y= — 2 binbe 


where each by is > 0. 
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(b) Excess Demand and Capital Shortage 


9° 


The term “supply ” will be taken, in this section, to stand for gross 
product. Hence demand (z) will also be defined gross, as inclusive of 
inter-industrial current outlays. The excess demand for J’s product is 
therefore 


(18) u; = 2; — p; 

Each product will be regarded as potentially usable both for immediate 
consumption and as a capital item. In general, therefore, each industry 
accumulates stocks both of its own product and of the products of other 
industries. K’s capital requirement of J’s product is assumed to be in 
constant ratio (c,) to K’s own gross product. K’s shortage of stocks or 
equipment of type J (v,) is thus measured by the excess of that require- 
ment over K’s actual stocks of J’s product (x;,): 


(19) Oe = CPs — Xjx 


where ¢, > 0 and not all c, = 0. 


(c) Demand 


The gross demand for J’s product consists, in general, of three parts, 
consumption outlays, current industrial outlays and net capital outlays. 
Consumption outlay is assumed to be a constant proportion (a,) of aggregate 
net income (2 y,)- Capital outlay is the sum of the net accumulations of 


J-product planned by each industry, K’s planned accumulation of J-product 
being denoted by i. Hence 


(20) 4= ye + Dobe + Lin 
where a; > 0 and 0 < 4 < 3. 
J 


(d) Production 


The production plans of entrepreneurs in each industry are assumed 
to be based on the relation between the demand for, and supply of, its 
product and the recent trend of that demand, after the manner of (12) 
above, except that the decisions are in regard to gross, not net, product. So 


(21) Dp; = eu; + Dz; 


where the ¢; are positive constants. 


(e) Capital Accumulation 


The capital outlay of industry K on J’s product is, in conformity with 
the assumptions expressed by (10), 


(22) Lig = Cn-Dpy + KD 


the x; being positive constants. 
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If there is excess demand or supply, not all plans for capital accumula- 
tion can come off. It is assumed that each industry holds buffer stocks 
of its own product, so that the capital outlays of other industries on J- 
product are realised, but J’s accumulation of its own product will fall 
short of (exceed) what is planned by the extent of the excess demand 
(supply). Thus 

(23) Dixy = ijny J FI 
The total accumulation of J’s product by all industry will then equal, as 
it should, the unconsumed part of J’s final output, and total accumulation 
in the system as a whole will consequently equal net saving, the uncon- 
sumed part of aggregate net output. 


(f) Dynamic Equilibrium 
The above equations define the dynamic motion of the economy, 


whether it is in equilibrium or not. In equilibrium, however, each x, 
and u; is zero, and the warranted path is therefore defined by the equations 


Mh Db be 

bj = 4 XJ + 2D bin be + din 

Lit = Cj D py 
This is a variant of Leontief’s closed dynamic system.! Study of its nature, 
and of the assumptions required to make the equilibrium reasonably well- 
behaved, is too complex a matter to be undertaken here. There is, of 


course, no reason why aggregate net income should grow at a constant 
geometric rate along the warranted path. 


(g) Stability 

From (18) and (21) we have at once that 

(25) (D + «)u; =0 
Also by (19), (22) and (23) that 

(26) (D + Kyu)r%% = 0 for 7 #k 
Again by (18), (19), (22) and (24) we have 

(27) (D + Kj) 055 = My 
It is unnecessary to discuss the solutions of these equations in detail, because 
they are exactly analogous to (14), (11) and (15) above. It is at once 
apparent that each u; and v;, must tend to zero as time goes on, and con- 


1 W. Leontief and others, Studies in the Structure of the American Economy (New York, 1953), 
Chapter 3. 





ny, 
Vig 
ons 


Ire, 
ell- 
_ of 
ant 


2use 
nce 
>on- 
953), 





1959] THE POSSIBILITY OF WARRANTED GROWTH 327 


sequently that the motion of the system is ultimately towards the warranted 
path. 


VII. TREND AND DISTURBANCE 


Having the assurance that industrial inter-relationships are not essen- 
tially destabilising, one may return to the aggregative analysis in which 
such complications are set aside. In this last section some further conse- 
quences of that analysis will be explored. 


(a) Deviations from Warranted Growth 


It was shown in Section IV that, when capital outlay is partly deter- 
mined by contemporaneous decisions and supply is continuously equal to 
demand, a rate of growth above the warranted rate is a sign of capital 
redundancy and a rate below it is a sign of deficiency, these results being 
in strong contrast with the features of Harrod’s theory. However, when 
excess demand or supply are allowed into the picture, the contrast becomes 
less vivid. Growth below the warranted rate, for example, may be a sign 
either of declining capital shortage, as before, or of growing redundancy. 
In the latter event it will be characterised by the presence of excess supply. 
Thus, as in Harrod’s theory, the economy may be moving away from a 
balance between capital and requirements. The stability of the system 
ensures, not that it is always tending to eliminate shortage or redundancy, 
but that it will eventually do so. 


(b) Recovery from the Slump 


Both Harrod? and Kaldor? rely on the fact that gross investment in 
fixed capital cannot become negative to provide a “ floor” beneath which 
output cannot sink, and on the recovery of replacement expenditures, 
after capital erosion has proceeded some way, to give the impetus to a 
resumption of growth. 

If the surplus of capital is to be reduced by capital consumption, net 
saving must become negative in the course of the slump. Although this 
is quite possible, it does not seem to me to be a factor on which great reliance 
should be placed. In the first place it is not certain that dissaving will 
occur. Secondly, its magnitude is not likely to be such as to make serious 
inroads into the capital surplus except after a very long period of depres- 
sion. 

It might, however, he held that the recovery of replacement outlays 
depends not so much on the occurrence of aggregate net disinvestment as 
on disinvestment in fixed capital. But it is doubtful if this will be enough 
to reduce the level of planned disinvestment in the economy as a whole. 
If net saving is still positive, the accumulation of unsold stocks will be an 
offset to the stimulus provided by plant-scrapping, and it is not clear why 


1 Towards, p. 91. 2 Op. cit., p. 623. 
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the latter should be the more powerful. It appears, therefore, that aggre- 
gate dissaving is a necessary precursor of this type of revival.? 

Perhaps aggregate dissaving and the dismantling of fixed equipment 
may together constitute a sufficient encouragement to capital outlay. 
However that may be, it is certainly safer not to have to depend on the 
effectiveness of this conjunction. 

If growth is stable, a revival of activity will take place even though no 
aggregate consumption of capital precedes it. In a slump capital is sur- 
plus to requirements, income is falling and there is excess supply. But 
because entrepreneurs succeed in cutting output more rapidly than demand 
is shrinking, excess supply is reduced. There will therefore be a tendency 
for output to decline less rapidly, and this factor will eventually impart 
an upward turn to capital outlay and demand, in spite of the continuing 
growth of redundancy. (For while the growth of redundancy depresses 
planned investment, the deceleration of output encourages it, and in time 
this latter influence must become the more powerful.) This in turn will 
lead to a resumption of the upward trend of output. The growth of output 
having reached and surpassed the warranted rate, capital redundancy 
declines. 


(c) The Paradox of Saving 


The instability theorem may be regarded as a development of the 
Keynesian paradox of saving, lifting it from the confines of static theory 
into the wider domain of dynamics. An increase in the supply of saving 
(the proportion of income saved) or a decrease in the demand for it (capital 
required per unit of output) raises the rate of growth of income warranted 
by economic conditions, but does nothing, in itself, towards raising the 
actual rate of growth. If the result is to push the warranted rate above 
the actual rate of growth, the change is positively inimical to the con- 
tinuance of advance. 

Rejection of the theorem is in one sense a rejection, also, of the ex- 
tension of the Keynesian paradox to the dynamic sphere. Stability of 
growth entails that an increase in s or a decrease in ¢ not only raises the 
warranted rate but also brings into play forces which tend to raise the actual 
path of growth to the higher rate. In the long run capital accumulation 
is favourable to growth of income. 

But there is another sense in which the paradox is retained. The 
short-run effect of an increased propensity to save or a reduced capital 
coefficient will certainly be to weaken, and may be to disrupt, the progress 
of the economy. The paradox is transmuted into a contradiction between 


1 Kaldor also suggests (loc. cit.) that revival will be facilitated by the cumulative effect of the 
accrual of unexploited new inventions. But this factor could hardly operate on its own. So 
long as there is a growing superfluity of equipment and a surplus of manpower the economic 
climate is unfavourable to the exploitation of new capital projects. 
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the short- and long-run effects of increased saving and capital productivity. 

However, the method whereby the above conclusion in regard to 
short-run effects has been arrived at deserves separate discussion. For it 
is not readily deducible from the properties of the model developed in 
previous sections. That model was designed to display the characteristics 
of continuous development from an arbitrarily selected initial situation. 
The short-run problem, on the other hand, is that of determining the 
initial situation itself, after an abrupt change in one or both of the para- 
meters s and ¢, given the magnitude of that change and the situation on 
which it supervened. 

Let us concentrate on the effect of a change in s, since no difference of 
principle is involved if ¢ changes. Expressing the system in terms of x, y, z 
and their derivatives, we have 


(28) z = cDy + K(yy — x) + (1 — shy 
(29) Dy = &(z — y) + Dz 
(3) Dx = sy 


An abrupt change in s constitutes, via (28), a discontinuous jump in demand 
(z). On the other hand, there is no reason why it should cause any dis- 
continuity in either x or y, which are historically determined by decisions 
taken prior to the jump in s. Now the equation of y’s motion being of the 
third order, three initial values are required to start the system off from the 
point of time at which the break occurs, ¢ = 0, say. Two of them, x(0) 
and »(0), are historical data, and it therefore remains to determine one 
more. 

One thing is clear. The required initial value cannot be the value of 
z obtained by putting the new value of s in (28) and leaving not only x 
and y as they were before the jump, but also Dy. The economic logic of 
(29) is that Dy is causally dependent on z. A discontinuity in z must 
therefore entail a discontinuity in Dy. Thus if Dy(—0) and Dy(+0) 
denote the derivative of y at ¢ = 0 before and after the break respectively 
(or the left-hand and right-hand derivatives of y at t = 0), Dy(+0) is to 
be found. 

For this purpose a distinction must be made between the meaning of 
Dy in (28) and its meaning in (29). Equation (28) shows demand as 
dependent, inter alia, on the recent trend of output. Here, then, Dy repre- 
sents the left-hand derivative. On the other hand, (29) describes entre- 
preneuis’ plans for future production, and so here Dy is the right-hand 
derivative.} 


1 It is because of the necessity of drawing this distinction, which disappears in continuous 
analysis, that it is not possible to use here the procedure for evaluating initial conditions described 
by A. Porter (An Introduction to Servo-Mechanisms, London: Methuen, 1950, pp. 50-3), and 
recently applied in economics by A. W. Phillips (‘‘ Stabilization Policy in a Closed Economy,” 
Economic JourNnaL, June 1954, pp. 319-20, footnote). 








330 THE ECONOMIC JOURNAL [JUNE 


But there is still a difficulty barring the way to a determination of 
Dy(+0). It concerns the value to be assigned to Dz in (29) at the point 
of time when s changes. Dz here represents entrepreneurs’ expectations of 
the future trend of demand, which we have supposed to be based on the 
experience of the recent past. Clearly it is impossible to take Dz(-+-0). 
That is known neither by the economic analyst nor by the entrepreneurs 
until Dy(+0) is known. It cannot therefore be used to determine Dy(-+-0). 
On the other hand, there is no strong reason for taking Dz(—0). It is 
possible, of course, that entrepreneurs will expect a resumption of the smooth 
trend of demand experienced before the jump, but it is at least as probable 
that their expectations of trend will be influenced to some extent by the 
direction and magnitude of the jump itself. In view of these considerations 
the safest procedure appears to be to introduce a parameter, o, to replace 
Dz at t = 0 in (29), standing for the expectations of the trend of demand 
at that juncture. 

At ¢ = 0, then, (28) and (29) become 


2(0) = cDy(—0) + «fey(0) — x(0)} + {1 — (s + 85)} 9(0) 
Dy(-+0) = e{z(0) — 9(0)} + ¢, 
where 5s is the assumed change in s.1_ But 
z(—0) = cDy(—0) + nfey(0) — x(0)} + (1 — 5)9(0) 
Therefore 
2(0) = z(—0) — _»(0) ds and 

(30) Dy(-+0) = eu(—0) — ey(0) 85 + 0 

Assume that the system was in equilibrium before s changed. Then 
(30) becomes 

(31) Dy(+0) = — (0) 8s + 
Although there is no way of determining o in (31), economic considerations 
suggest an upper limit to the values it can take if s increases. Entrepre- 
neurs will scarcely expect a more favourable outcome than are sumption 
of the previous trend. Thus o < Dz(—0). But if equilibrium existed 
before disturbance, Dz(—0) = Dy(—0). Hence o < Dy(—0). Con- 
sequently the new trend of production must be lower than the old, though 
it is not necessary that a decline of production should occur. 

If, however, entrepreneurs form their expectations of the future in the 
face of abrupt change in the same fashion as they have been assumed to 
form them under a regime of smooth development, by prognosticating a 


1 z(0) is the level of demand at ¢t = 0, to be distinguished both from z(—0), the level im- 
mediately prior to the change in s, and from (z + 0), the level immediately after it. There is a 
double break in the level of demand, the primary change from z(— 0) to z(0), brought about by 
the sudden change in the flow of consumers’ spending, and a secondary change from z(0) to z(+0), 
caused by the influence of the abrupt change in production plans on capital outlay. 
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continuance of the most recently experienced trend, the primary fall in 
demand from z(—0) to z(0) will lead them to expect a further fall. o 
will be negative, and so will Dy(-+-0). 

Probably their prognosis will lie between these two extremes, depend- 
ing on the magnitude of 6s. A minor reversal of previous trends may 
well be discounted heavily, so that o will lie close to Dy(—0). The larger 
is 5s, however, the more weight is likely to be given to the immediately 
experienced shrinkage of markets, and therefore the more probable is a 
decline of production. 

A fall in ¢ is more apt to precipitate a slump than is a rise in s of com- 
parable magnitude, because the former reduces capital outlays, both by 
causing redundancy and by diminishing the rate of growth of requirements, 
and may therefore be expected to produce a larger primary fall in demand. 

The view of trade fluctuations implied by the preceding analysis is as 
lapses from a state of steady growth. In this it agrees with the conclusions 
of Kaldor’s recent paper (of. cit., pp. 623-4). It agrees, too, with his 
contention that the occurrence of slumps is neither regular nor inevitable. 
On the other hand, it sees the system as liable to slumps not “‘ when the 
economy . . . needs to be ‘switched back’ to a more moderate rate of 
growth ” (loc. cit.), but because, when the underlying conditions require 
a higher rate of advance, the economy can achieve it only after a preliminary 
deceleration or decline. 

The causes of breakdown may be “ natural” (e.g., the exploitation of 
capital-saving improvements) or man-made. Warranted growth, being 
consistent with full employment of manpower, may well be accompanied 
by inflation. A vigorously pursued anti-inflationary or anti-speculative 
credit policy might be enough to bring on a slump. 


(d) Warranted and Natural Rates of Growth 


If the instability of warranted growth cannot be relied on to drive the 
economy towards a maximum rate of advance, the onus falls on those factors 
which may tend to bring the warranted and natural rates into coincidence. 
Even if warranted advance fully employs the economy’s manpower, it is 
clearly desirable from the standpoint of efficiency that a maximum rate 
should be attained. Otherwise the economy is not making full use of its 
fund of “‘ know-how.” It is therefore important to’ be able to assess the 
degree of self-regulation in this respect of which the system is capable, and 
the extent to which Government intervention may be required. 

There is no space for a full discussion of the question, but one may, 
perhaps, point out that the self-regulatory device on which Kaldor relies— 
the flexibility of profit-margins—appears to depend in an essential way on 
the instability theorem. The tendency of prices to rise in relation to wages 
is presumably brought about by the persistent shortage of capital experi- 
enced when growth is above the warranted path. But if the actual rate 
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of growth is attracted to the warranted rate, not driven away from it towards 
the natural rate, there is no persistence of capital shortage to inflate margins 
of profit. 

Kaldor’s analysis on p. 606 of his article seems to suggest, however, 
that margins rise because of excess demand when manpower is fully em- 
ployed, rather than because of capital shortage. It is not clear why full 
employment of manpower should be accompanied by a rise of prices in 
relation to wage-rates. One would have thought that this is just the 
situation in which money wages tend to rise in proportion to prices. 

H. Rose 


Exeter. 











THE RATE OF INTEREST, MARGINAL EFFICIENCY 
OF CAPITAL AND INVESTMENT PROGRAMMING 
—A REJOINDER 


I 


In a recent article in this JournaL 1 W. H. White has re-interpreted 
certain findings from our study ? of the relevance of the marginal efficiency 
of capital concept to contemporary programmes of large manufacturing firms 
for selecting their investment projects. Dr. White has previously indicated * 
that he believes the importance of the interest rate upon investment decisions 
has been appreciably underestimated. In the article under discussion here, 
he takes particular issue with our observation that the market rate of interest 
is of “‘ evident unimportance ” ¢ in business planning. There are several 
other points made in our study with which he has disagreed, and upon these 
we shall offer some additional comment. 

With regard to the latter, it should be noted that Dr. White’s 1956 
“ interest inelasticity ’’ study and ours are only incidentally concerned with 
the same subject. Our survey results on investment demand sensitivity to 
the rate of interest were subordinate to our main purpose: namely, to define 
meaningfully the marginal efficiency of capital concept and to demonstrate how 
it may be applied in investment programming. Collateral to this, we polled 
business firms with regard to: (a) determinants of future income; (5) degree 
of detail with which future returns are estimated; (c) sources of funds for 
new investment; (d) evaluation of alternative investments, both internal and 
external to the firm; (e) consideration given to time as a factor affecting the 
profitability of investment; and finally, (f) the relevance of the market rate 
of interest in profits estimates. Even the last-named subject of inquiry was 
secondary to an analysis of methods for calculating the discounted value of 
future income, including a suggested procedure for computation. 

In these circumstances it is Dr. White’s principal contention that we 
have misread 5 the results of our survey of the investment planning practices 
of fifty-seven large and medium-sized manufacturing firms with regard to the 
influence of interest rates; instead, by means of an ingenious but we think 
gratuitous deduction concerning the minority of firms who resort (frequently 

1 W. H. White, ‘“‘ The Rate of Interest, The Marginal Efficiency of Capital and Investment 
Programming,’ Economic JourNAL, Vol. LXVIII (March 1958), pp. 51-9. 

* M. D. Brockie and A. L. Grey, ‘‘ The Marginal Efficiency of Capital and Investment 
Programming,’ Economic JourNAL, Vol. LXVI (December 1956), pp. 662-75. 

* W. H: White, “‘ Interest Inelasticity of Investment Demand—The Case from Business Attitude 
Surveys Re-Examined,” American Economic Review, Vol. XLVI (September 1956), pp. 565-87. 

* Brockie and Grey, op. cit., p. 666. Cf. White, ‘“‘ The Rate of Interest, The Marginal Efficiency 


of Capital and Investment Programming,” pp. 51-2. 
5 Ibid., pp. 51 ff. 
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or only occasionally) to the capital markets for part of their investment 
funds, he interprets our results in such a way that investment demand appears 
to be significantly more interest elastic than we had concluded.’ But here 
our position remains unchanged. Certainly there is no indication in Federal 
Reserve figures for loans by “ all banks,” “‘ all commercial banks ” or “ all 
member banks ” from September 1957 to April 1958 that “‘ easier money ” 
Federal Reserve policy has improved the case for interest elasticity. Over 
this period the actions of the Federal Reserve system resulted essentially in a 
downward revision of the structure of interest rates by: 


(1) Reducing Federal Reserve bank discount rates, beginning in 
mid-November 1957, from the 34% November high to 13% (24% in 
two districts) by April 1958. 

(2) Reducing member bank reserve requirements a total of 1 to 2 
percentage points (depending upon class of bank) on net demand 
deposits in successive steps between March | and April 24, 1958. 


As a partial result of these activities, the rate on new 91-day Treasury 
Bills declined from an October 1957 high of 3-591 °% to a current (May 29, 
1958) rate of 0-673%. Over roughly the same period, the rate on three to 
five-year U.S. Government notes and bonds fell from 3-99 to 2-30% (as of 
the week ending May 3, 1958). Similarly, the rate on Moody’s Aaa 
Corporate bonds moved downward from 4:12 to 3:55%, while Baa rates 
declined from 4-93 to 4-66 %. 

Meanwhile, upon examination of changes in commercial and industrial 
loans to manufacturing and mining firms by weekly reporting banks, we find 
little evidence that the afore-mentioned Federal Reserve discount rate and 
reserve requirement policies stimulated any appreciable rate of change in 
demand for new capital during these eight months. Neither do figures for 
new flotations of corporate bonds and common stocks indicate any significant 
sensitivity to the altered structure of interest rates over the like period. 

Taking a somewhat longer-run view, if one compares the sums of new 
capital raised by manufacturers since 1952 with the changes in the structure 
of interest rates induced by Federal Reserve activities, the case for high 
interest elasticity of investment demand appears even weaker than some have 
proposed; and this is especially true if one contrasts the first quarters of 1957 
and 1958. 

Beyond this, of the $18 billion decrease in U.S. gross national product 
occurring between the third quarter of 1957 and the second quarter of 1958, 
14-7 billion is accounted for by a 3 billion decrease in purchases of producers’ 
durable equipment along with a 12 billion decrease in inventory investment 
(the latter two figures sum to $14-7 billion when a +0-3 billion investment 
in new construction is added algebraically). And this fall-off in gross 


' Brockie and Grey, op. cit., pp. 665 ff. 











ee 











to 
of 


1a 


al 
ad 
od 


or 
nt 








Se IS 














1959] THE RATE OF INTEREST AND INVESTMENT PROGRAMMING 335 


private domestic investment occurred despite the Administration’s “ easier 
money ” policy which began in the fall of 1957. 

Actually, it is as a result of this sort of experience that confidence, or lack 
of confidence, in the monetary approach as an exclusive pro-recovery measure 
in engendered. The case for this kind of monetary policy must be judged in 
circumstances such as those prevailing over the recent past. If the co- 
efficients of interest elasticity of investment demand are as high as some 
assume, then current monetary management, plus neutral fiscal policy would 
perhaps be “‘ adequate ” for combating recessions of even greater severity 
than that of 1957-58. But our contemporary experience could well lead one 
to deny the validity of this assumption. And this, fundamentally, is what 
the disagreement is about; in other words, is the potency of monetary 
management as cyclically symmetrical as an a priori conditional theoretical 
approach might lead us to believe, or instead, is its utility as a stabilising 
influence to some extent limited to the prosperity phase of the cycle? 

Finally, the additional fact remains that among the firms we investigated, 
by far the largest part of investment funds was not obtained from the capital 
markets during the years immediately preceding our study (prior to 1955). 
Had our investigation been made a year or two later, this specific finding 
would doubtless have been modified somewhat inasmuch as the volume of 
new business investment coming from‘external sources increased in both 1956 
and 1957. Moreover, it is a reasonable conjecture, in view of the apparent 
reluctance of some firms to obtain investment money from external sources, 
that the depletion of accumulated surpluses has been a subsidiary reason for 
the decline in aggregate investment outlays.1_ Like the rate of interest, 
however, the precise significance of this phenomenon is obscured by numer- 
ous other influences. Thus, while we cannot concur with Dr. White’s 
general proposition that most theorists have underestimated considerably the 
degree of exposure of business investment to the ratiocinations peculiar to 
capital markets, we do not, of course, deny that for some firms external 
sources of funds may be extremely important. 


II 


At another point Dr. White has questioned our reading of Dr. Roos’ 
conclusions with regard to the lagged investment-profit hypothesis.” 

In this part of our paper we were concerned with the role of profits in 
shaping the scheduled marginal efficiency of capital. As we attempted to 
make clear,? Dr. Roos at this juncture is most explicit. He writes: 


“Although the writer in 1927-29 gave considerable attention to ex- 
pected returns and their discounted present value as an element in 


? For further discussion or reservations regarding external financing, see pp. 340 ff below. 

* White, ‘‘ The Rate of Interest, The Marginal Efficiency of Capital and Investment Program- 
ming,” p. 56, n. 7. 

* Brockie and Grey, op. cit., pp. 665, 671. 
No. 274.—VOL. LXIX. 
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determining investment, his later studies indicate that actual investment 
lags returns or profits rather than leads them. Thus, past rather than 
future profits determine investment, and so Keynes has overemphasized 
the role of expected profits and consequently produced a somewhat un- 
realistic idealized theory. 

*‘In the present paper the profits for the year ending six months 
previous are used in place of the series of annuities employed by Keynes. 
Thus the marginal efficiency of capital is the interest or discount rate 
which would make the capitalized value of profits for the year ending 
six months previous equal to the current supply price.” } 


Furthermore, in his later work (referred to by Dr. White) ? Dr Roos still 
maintains that actual investment Jags corporate profits after taxes. For 
predictive purposes over the years since 1942 he has decided that “‘ corporate 
profits” alone are “. . . now neither valid, nor necessary . . . as a ‘ proxy 
variable’ for corporate purchasing power” (italics ours).4 Prior to 1942, 
corporate profit as a single “ proxy variable ” was adequate, but the special 
amortisation “ certificates of necessity ’ which were introduced during the 
Second World War and the Korean War® have at least temporarily required 
an adjustment of the original “ proxy variable.”” Thus, Dr. Roos revised 
measure of corporate purchasing power is “. . . defined as corporate profits 
retained + new financing + depreciation and obsolescence.” ® - 

Apparently Roos’ determination that new investment shows a high 
correlation with past profits has gained wide accepiance as a predictive 
device. For example, the chief economist of the National] Industrial Con- 
ference Board in the United States has explained :° 


‘At our shop we have been developing what is almost an equation 
or rule of thumb for correlating capital appropriations with profit per- 
formance. With rising profit margins and rising profits we get a 
pattern of expanding capital appropriations; with shrinking profit 
margins but stable profits we get a neutral pattern of capital appropria- 
tions; but with the continued negative sign of lowered profits, we get 
still a third pattern or sharply contracted capital appropriations. There 
may be three-months’ or six-months’ lag, but in an unfavourable situa- 
tion, even among companies with an excellent long-range future, im- 
mediate implementation in the way of capital appropriations shrinks.” 


Moreover, in another statistical and corroborative study, Gehrels and 
Wiggins have developed regression formule linking profits and lagged invest- 
ment which produce a good fit for the empirical data “‘ whether ” the former 
are “ taken for the six months immediately preceding the investment, one 


1 C. F. Roos, “‘ The Demand for Investment Goods,”’ American Economic Review, Vol. XX XVIII 
(May 1948), Supplement, p. 313. ® Loc. cit. 

3 C. F. Roos, “‘ Survey of Economic Forecasting Techniques,” Econometrica, Vol. 23 (October 
1955), pp. 363-95. 

* Ibid., p. 392. 5 Loc. cit. 

6 “ Planning Capital Expenditures—and the Company’s Future” (a symposium), Business 
Horizons (Spring 1958), p. 78. 
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period earlier than this, or two periods.” ! Similarly, they investigated the 
relationship to aggregate investment of, alternatively, investment goods 
prices, liquidity, and various classes of interest rates. With suitable restric- 
tive conditions it was demonstrated that interest rates were related to the 
level of investment.? Gehrels and Wiggins do not find these resuits to be of 
much significance for monetary policy, however.® 

Gehrels and Wiggins are themselves pursuaded of the validity of the 
“ credit-rationing version of the interest-investment relation” whereby 
interest charges do not figure directly in the determination of investment but 
are relegated to the position of concomitant variable. Further evidence 
associated with this interpretation will be discussed at a later point.5 

It may be that other considerations are also operative respecting interest 
rates and investment. While Gehrels and Wiggins were unable to find 
“the expected causal connection between liquidity and investment outlay ” 
in their particular analysis,® Meyer and Kuh, on the other hand, did con- 
clude that ample liquidity is an important prerequisite to investment.’ 
Accordingly, it might be postulated that an apparent correlation of interest 
rates in the recent past and aggregate investment is significant to managers 
as an indication of impending changes in liquidity.* While many firms may 
not be particularly concerned with the rate of interest per se, they will not be 
able to ignore the operations of the capital markets altogether, even if de- 
preciation allowances and retained earnings are their normal sources of 
investment funds, because of the effect the interest rate may have upon the 


1 F. Gehrels and S. Wiggins, “‘ Interest Rates and Manufacturers’ Fixed Investment,”’ American 
Economic Review, Vol. XLVII (March 1957), p. 85. 

? In summary they state: “*. . . we shall present evidence that with the proper combination of 
explanatory variables, the appropriate time lags, and sufficiently short periods, an interest-invest- 
ment relationship is present . . . as well” (Jbid., p. 80). 

3“. . . the advocates of active monetary policy may derive only limited comfort from the 
evidence. For the time lags which seem to give the highest significance for interest rates are great 
enough to imply a difficult timing problem for monetary measures ”’ (loc. cit.). 

* Loc. cit. Also the comment by R. F. Henderson: ‘‘ Instead of considering the rate of interest by 


itself as one of the determinants . . ., we should broaden our approach and consider the availability 
of funds on reasonable terms.” ‘‘ Industrial Investment in Fixed Capital: A Reconsideration,” 
Scottish Fournal of Political Economy, Vol. 3 (October 1956), p. 178. 

5 Pp. 341 ff. 

® Op. cit., p. 91. 


7 J. Meyer and E. Kuh, “Acceleration and Related Theories of Investment: An Empirical 
Inquiry,”’ Review of Economics and Statistics, Vol. XX XVII (August 1955), pp. 229-30. 

§ Moreover, even though the predictive usefulness of models linking selected variables with 
investment changes may be considerable, this does not mean that investment decisions are actually 
made on so simplex a basis. The maximisation of the firm’s position is of such complexity, after 
all, that even comparatively elaborate workable models seeking to reflect the realities of the decision- 
making process must fall short of encompassing more than segments of the problem. For example, 
in the “ realistic’? programme of “‘summer maneuvers” conducted by the American Institute of 
Management for the upper echelons of corporate executives in which an electronic computer keeps 
“score,” the problems are limited to only one facet of managerial rationality—the maximisation of 
net worth. See J. McDonald and F. Ricciardi, ‘‘ The Business Decision Game,”’ Fortune (March 
1958), pp. 140 ff. 
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liquidity of owned assets at book value (t.e., the discounts on near cash and 
other holdings). 

Even if the interest rate is credited with a determinative role in firm 
policy, it may not operate with equal effect upon long-term as compared with 
short-term investments: 


“ The standard argument that credit contraction affects long-term 
rather than short-term investment rests, of course, on the relative effects 
of an increase in the costs of borrowing on investment projects, the 
expected return from which is assumed to remain unaltered. This is 
quite compatible with the view that in certain circumstances—for 
instance an adverse balance-of-payments position generally expected to 
be temporary—credit contraction by the monetary authorities may do 
more to depress expectations as to the profitability of business over the 
next year than those of profitability over the next ten years. The 
reaction of leading British motor car manufacturers to credit restrictions 
in the winter of 1955-56—reducing current output but continuing with 
their long-term expansion plans—seems to be an example of this.” 4 


There is, of course, the possibility that not only the interest—investment 
relationship has been overemphasised, or that it is not of so great importance 
as in the past, but that the sensitivity to profit changes may also be less than 
formerly because of the insulation depreciation funds may afford.? 

We, in common with some other observers, found certain differences in 
the investment behaviour of public utilities as compared with large manu- 
facturing corporations—among them greater use of rational capital program- 
ming methods and greater recourse to the capital markets.* We cannot 
share Dr. White’s optimism, however, that this evidence may presage the 
discovery of a correlation especially “‘ favourable to the prospects for invest- 
ment control through monetary policy ” in so far as utilities companies are 
concerned. The reason is that the motives for investment in the case of 
utility companies are not the same as in the case of other enterprises, and they 
may involve their own unique elements of insensitivity to interest rate 
changes. As explained by Henderson: 


“ The distinction between industry and the public utilities would not 
be worth stressing if investment in each were governed by the same con- 
siderations. But thatissurely notso. Nor does the method of ownership 
seem crucial in this connection. Whether publicly or privately owned, 
electricity companies have to invest to meet a long-term growth of demand.” ® 


While we regarded it with some question, we, too, found the utilities respon- 
dents to our survey stressing that they must, because they are regulated, 


1 Henderson, of. cit., p. 183 (italics ours). 

® Cf. Business Horizons, op. cit., p. 78. 

3 Brockie and Grey, op. cit., p. 662 n. 

* White, “‘ The Rate of Interest, The Marginal Efficiency of Capital and Investment Program- 
ming,” p. 59. 

5 Henderson, op. cit., p. 179 (italics ours). 
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invest to meet the expansion of demand for their services. This legal re- 
quirement and other considerations peculiar to the utilities business compel 
them to be more active in the capital markets than most firms for various 
reasons elect. 

Like other industries, the utilities field, in its investment planning, appears 
to be much more responsive to factors other than changes in the interest rate. 
What its greater exposure to the capital markets does tend to mean to a 
marked extent, however, is mobility among the various alternative sources of 
outside financing. For example, during the 1957—58 business recession in 
the United States, business generally contracted its borrowings at banks as it 
reduced overall investment outlays. In the case of utilities, which expanded 
their capital expenditures slightly, this contraction of bank debt was accom- 
panied by a shift to insurance companies and other alternative sources 
which had become more propitious.” 


III 


The above discussion is concerned with the relationship of interest rates 
(and other variables) to aggregate investment. Questionnaire studies, such 
as that we conducted, have attempted to qualify the relative importance of 
the rate of interest as among different firms. Firm size is one basis of observ- 
able difference. A priort, two contradicting comments might be made re- 
specting the inter-relationship of size (we used number of employees as an 
index of firm size) and the firm’s sensitivity to the market rate of interest: 


(1) On the one hand, large firms, presumably possessing a greater 
degree of oligopolistic or monopolistic authority, and therefore stability 
in their respective markets, will be able to undertake greater refinement 
in their management planning, including capital programming. By 
contrast, the smaller firm may necessarily discount so highly for risk 
that all other allocative criteria pale to insignificance, or else the firm 
may be so starved for new funds that it has little reason to perfect 
devices of project selection.* 

(2) On the other hand, the small firm is usually more dependent 
upon the capital markets and is, as a consequence, more affected by 
changes in interest rates on borrowed money. This viewpoint may be 
supported by the contention that its more competitive position leaves it 
with smaller retained earnings, thereby rendering it more dependent 
upon the capital markets. It also has been observed that the young 
firm has a greater demand for funds than the older firm because it is 

1 Concerning small, non-utility firms in this regard, see p. III (2) below. 

 “ Financing Business Investment,” Federal Reserve Bulletin (June 1958), pp. 644-5. 

® Concerning the latter point, A. D. H. Kaplan and P. H. Banner observe that, “As long as 
small business gets its capital in a haphazard way, it will think in this manner.” ‘‘ Adequacy of 


Small Business Financing: One View,” Financing Small Business, a Report to the Committees on 
Small Business, Parts 1 and 2, 85th Congress, 2nd Session, April 11, 1958, p. 123. 
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expanding more rapidly in size and, ipso facto, the young firm is generally 
a small firm. 


Finally, as between borrowed funds and equity sources, the small firm 
tends to have a stronger preference for the former, being more afraid of loss 
of management control if outsiders are brought into the ownership group.’ 

Our survey disclosed that, on balance, the small firm shows more concern 
with the interest rate than the large. Subsequent to our study, and also 
that of Dr. White, investigations by the Federal Reserve System have raised 
important new questions respecting the efficacy of the interest rate as an 
allocative device in this one area, the smaller firms, where it is presumably 
of greater importance. It was found, on the basis of a comparison of results 
of two surveys conducted among member banks by the Federal Reserve 
System in October 1955 and again during the same month in 1957, that 
interest rates rose less for smaller-sized firms than for larger ones in this 
period of generally rising interest rates, while, at the same time, the volume 
of borrowing by smaller firms also tended to increase much less than the 
borrowing by larger enterprizes as shown in the following table: 


Percentage Increases in Interest Rates and Amounts Borrowed at Member Banks. 
Data for Business Firms Classified by Size (Total Assets), 1955 and 1957.* 








Firm size (thousands of Average increase in Increase in 

dollars of total assets). bank interest rates. amounts borrowed. 
Under 50 . : ; : ‘ 12-:1% 30% 
50-250 : ‘ : , ; 11-8 16-7 
250-1,000 . ; : : ; 17-4 24:8 
1,000-5,000 i ‘ ; : 24-4 21-3 
5,000-25,000 . . ; ; 29-7 24-7 
25,000-100,000 . ‘ 2 ; 32-4 51-1 
100,000 and over ‘ ‘ : 36-4 66-4 











* “* Member Bank Lending to Small Business,” Financing Small Business, ibid., pp. 375, 388. 


The exact causes of a generally negative correlation between interest-rate 
increases and total amounts borrowed within each size class were not 
ascertained by the survey. Superficially, this relationship may be explained 
in terms of simple supply-demand relationships. This, of course, supports 
the proposition stated earlier that the interest elasticity for small firms is 
greater, since a relatively modest increase in interest rates was accompanied 
by a much smaller increase in total borrowing among the small firms than 
among the large, which experienced much greater interest rate increases. 
However, there is some reason to question that so simple a causal relationship 
actually was operative. One conflicting consideration is the institutional 
rigidities which prevent interest rates from being completely freely fluctuat- 


1 Ibid., pp. 118-19. Also see J. Clark, Jr., ‘‘ Management Problems of Small Manufacturing 
Enterprize in Relation to Financing,” ibid., p. 324. 
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ing.t As a consequence, the credit-worthiness of the borrower may assume 
primary importance in credit allocation.? 


IV 


White comments that our survey disclosed “ much more precision and 
rationality of investment programming ” than was indicated by the earlier 
surveys,® and he notes further that our results indicate “ longer horizons ” 
than were “ previously thought to exist.” 4 That advancement along this 
line is being made is confirmed by other writers. Six surveys of manufac- 
turing firms between 1927 and 1951 “. . . show, that within the limits of 
sampling error, there has been an unmistakable trend in American industry 
toward the use of longer and longer payoff criteria for the purchase of 
manufacturing equipment.” > Comparison of earlier results with our find- 
ings confirms a continuation of this trend: 


Length of Pay-out Period on Manufacturers’ Equipment 














1955.t 
* Number of employees. 
1927.* 1951. All firms. 
7,500 or more. | Under 7,500. 
Mean 3 years 5-1 years 5°6 years 7:3 years 4-7 years 
Median 3 3-5 5 6 5 
Mode 3 3-5 5 5 5 




















* Smith, Joc. cit. 
+ From authors’ survey of 57 large manufacturing firms. 


1 “There are some indications that 6% may represent, in the case of some banks at least, an 
effective rate ceiling on loans to small borrowers. . . . In many areas of the country usury laws 
and banking tradition prevent nominal or stated rates from going above 6%. 

** One possible result of such limitations during a period of rising interest rates is to reduce the 
relative profitability of loans previously made at ceiling levels as rates on loans previously made 
below these levels are raised ”’ (ibid., p. 390). 

2 * [Bjeyond a certain increase in demand, loans are usually rationed among borrowers, to a 
large extent on the basis of credit worthiness. This would suggest that during the period of tight 
money the banks rationed a smaller number and amount of loans to the smallest borrowers than 
they did to the largest borrowers. ... . 

“* [That interest rates did rise relatively less for the smallest group can be interpreted as meaning 
that bank lenders were reluctant to lend to the smallest borrowers during the period. That is, 
instead of increasing interest rates as an expression of their reluctance, they raised their standards 
of credit-worthiness and scrutinized small borrowers more closely. This means, as indicated in the 
interviews which accompanied the survey, that bankers eliminated the riskiest small loans on which 
they were charging the highest rates in 1955, and raised the rates on credit-worthy small borrowers 
by a larger factor than shows in the cold figures for 1957’ (‘‘ Monetary Restraint and Business 
Loans in the Twelfth District, 1955-57,” Federal Reserve Bank of San Francisco, Monthly Review 
(May 1958), p. 80). 

% White, ‘“‘ The Rate of Interest, The Marginal Efficiency of Capital and Investment Program- 
ming,” p. 51. 

* Ibid., p. 55. 

5 V. L. Smith, A Theoretical and Empirical Inquiry into the Economic Replacement of Capital Equipment, 
unpublished Ph.D. thesis (Harvard, April 1955), pp. 5-35. 



















































342 THE ECONOMIC JOURNAL [JUNE 


A recent statement by Dexter M. Keezer (Vice-President and Director 
of the Economics Department, McGraw-Hill Publishing Company, which 
has regularly surveyed business plans for investment over the past ten years) 
suggests that the average length of the planning period for all firms, instead 
of just the time intervals of firms indicating they do any investment pro- 
gramming at all, has been increasing as systematized capital expenditure has 
become more prevalent. 

Our criticism of the pay-out method has not been based solely, or even 
principally, on the time span used in its calculation. Nor do we agree with 
White that a major distinction is to be made according to whether or not the 
future earnings estimates used in calculating profitability are gross or net of 
depreciation. The varieties of techniques “. . . to determine the economic 
worth of capital appropriation projects,” instead, “. . . run the gamut from 
the simple pay-back method to the more complicated present-worth 
method.” 2 As Hansen points out, time discounting of the income stream is 
the “ distinctive feature ” of Keynes’ formulation. 

It is true that in Dean’s schema, “ rate of return ” on investment (evther 
gross or net depreciation) is posed as a major alternative to the pay-out, 
which for most firms he considers ‘‘ an inadequate measure of investment 
worth.” 4 It is clear, however, that he does not consider average rate of 
return as really of the same genus as the discounted rate of return for which 
he expresses a distinct preference.°® 


1 “When we started there were maybe five companies who could give us any idea what their 
investment would be beyond the current year. Ten years later over 90 per cent of the companies 
had what they thought was a plan; at least they were able to put down some figure. 

‘* This was a very much larger number of companies than we started with and unless somebody's 
deceiving himself, there has been in the last three years, a very large increase in the planning of 
capital investment by business firms ’’ (‘‘ Planning Capital Expenditures—and the Company's 
Future,” op. cit., p. 73). 

2 H. R. Lammie, “ Return on Capital Employed,” Journal of Accountancy, Vol. 106 (August 
1958), p. 40. 

8 “* The distinctive feature about Keynes’s rigorous definition of the marginal efficiency of 
capital is that he rightly takes cognizance of the entire series of annual ‘ prospective yields’ over 
the whole anticipated life of the capital good. Commonly, in discussing the marginal product of 
capital, economists had concentrated attention on the current marginal product, i.e., the absolute 
annual product, after deducting the running expenses and depreciation for the current year” 
(A. H. Hansen, A Guide to Keynes (New York: McGraw-Hill, 1953), p. 123). 

# J. Dean, ‘‘ Measuring the Productivity of Capital,’ Harvard Business Review, Vol. 32 (January- 
February 1954), p. 124. 

5 Ibid., p. 129. 

We have already cited the findings of Roos and others, which suggest that the profit rate is that 
factor which will just equate the sum of the discounted past income stream with the asset supply 
price. Dean has not dealt specifically with this question, but as a technique of capital rationing 
it is consistent and perfectly reasonable to suppose that future income will be estimated as a kind 
of mirror image of past experience, with the recent period being reflected in the forefront of these 
calculations. Though at one point he does state that ‘‘ Return on old, sunk investments has only 
historical interest and no relevance to decisions on new investments” (J. Dean, Capital Budgeting 
(New York: Columbia, 1951), p. 21). 
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He points out that— 


ee 


. a serious drawback to the use of the accounting method average 
rate of return is that it is insensitive to variations in the time pattern of 
investment outlays and earnings. By taking an annual average of 
earnings over the life of a project this method ignores the earnings 
trends, which may be quite important ” ! (italics ours). 


It is curious that Dr. White seeks to minimise the importance of time 
discounting, inasmuch as he appears anxious to rehabilitate monetary policy 
and maintains that business decisions are more responsive to interest rate 
changes than we have judged them to be. By adoption of the methods we 
have discussed, business investment could scarcely fail to become more sensi- 
tive to adjustments in the rate of interest than recent history records. 

ARTHUR L. Grey, JR. 

ME vin D. Brockie 
University of Southern California, 
California Institute of Technology. 


1 Dean, ‘‘ Measuring the Productivity of Capital,” op. cit., p. 128. Also, compare his statement 
that ‘‘ average return on old and new investments is badly misleading ”’ (Capital Budgeting, loc. cit.). 

R. J. Reul has proposed an elegant and detailed method for programming all types of capital 
expenditures. Its essential feature is that it takes “‘ into consideration variations in time pattern.”’ 
“Profitability Index for Investments: Applies to Any Capital Expenditure,’’ Harvard Busines 
Review, Vol. 35 (July-August 1957), pp. 116-32. 
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Economic Backwardness and Economic Growth. By Harvey LEIBENSTEIN. 
(New York: John Wiley (London: Chapman & Hall), 1957. Pp. 
xiv + 295. 54s.) 

Dr. LEIBENSTEIN has had the interesting idea of marrying an economic 
growth model (recognisably of the Harrod—Domar family) with a popula- 
tion growth model, of the kind familiar to demographers. Though he has 
something to say on other aspects of development, and underdevelopment, 
I do not think one does him an injustice if one treats this ‘ economic- 
demographic ” model as the core of his book. Certainly it is the heavy 
emphasis that is laid upon this aspect which differentiates his treatment 
from that of other writers on his general subject. 

It is crucial to Dr. Leibenstein’s theory that the natural increase in 
population can be ascribed to similar forces as those which are supposed 
(by the accelerationists) to govern the accumulation of capital; and that 
the reaction of population increase on economic growth can be analysed in 
similar terms. The model which is based upon these contentions may be 
summarised very roughly as follows. 

Apart from the population reaction, the balance of saving and invest- 
ment is fundamentally unstable; if a “random disturbance” increases 
investment, capital begins to grow, output grows with it and the growth of 
output sets up an incentive to further expansion. It is by a mechanism of 
this sort that developed countries have developed; why is it that others (the 
underdeveloped or backward economies) have failed to develop in this 
manner? The answer, according to Dr. Leibenstein, is to be found in 
the population reaction. If one starts from a high level of output per head, 
the rise in output (just specified) does not call forth any significant rise in 
population; the accelerator can therefore work unimpeded. If, however, 
one starts from a low level, the expansion in population that will be called 
forth will be so large as to drown the expansionary effect of the increase in 
aggregate output—so far, at least, as real income per head is concerned. 
Expansion in aggregate output will accordingly result in a mere mainten- 
ance, or possibly in a decline, of real income per head. The failure of per 
capita income to expand is then taken to be a retarding influence on the 
general expansion. This braking effect is so powerful, in the case of under- 
developed countries, that their natural state is one of “ stable equilibrium.” 
They are unable to grow, because their growth would be checked by the 
population increase which would be induced by any expansion in net 


income. 
The practical conclusion that is drawn from this analysis is that to 
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break the jam there must be a disturbance, an “ effort,” which is greater 
than some “ critical minimum.” The initial rate at which income rises 
must be large enough to offset the population check; indeed, if the initial 
growth is sufficiently rapid, the population increase will itself be damped 
down. Once a maintainable rate of growth in per capita income can be 
established, the hurdle is overcome; the backward economy passes out of 
its “ stable equilibrium ” into a condition of automatic growth. 

The idea of a “ critical minimum ” is, of course, by no means peculiar 
to Dr. Leibenstein’s theory; but no one else, to my knowledge, has formu- 
lated it in such exclusively populationist terms. Can one really ascribe to 
the population factor quite so dominating a role in the causation of under- 
development? 

There are, I think, two things, and two only, which in this field do 
stand really firm. One is the awe-inspiring increase in population which 
is at present taking place in a large number of underdeveloped countries, 
especially in the tropics; the other is the sequence of an expanding, and 
then a contracting, phase in the rate of population increase which most 
of the more developed countries have historically experienced. These are 
the foundations on which Dr. Leibenstein has raised his theory. But do 
they bear the weight that he has put upon them? 

One may well be prepared to go along with him in his economic ex- 
planation of the two phases in the population history of the developed 
countries. One can understand that the willingness to bear children, and 
the power to rear them to maturity, can be influenced by economic forces 
in such a way as will go far to explain the historical facts. But this, for 
his purpose, is by no means enough. He has to show that the increase in 
population, which is admittedly a frequent accompaniment of economic 
growth in its early stages, does in fact act as a braking factor. On all 
this side of the matter he seems to me to be quite unconvincing. 

I have indeed searched in vain for a clear account of the way in which 
the model is supposed to work at this point. I have tried to mend it by 
inserting a bit of Ricardo; Ricardo certainly did get an answer which 
from Dr. Leibestein’s point of view is the right answer, but the mechanism 
on which Ricardo relied is quite foreign to Dr. Leibenstein’s, who (through- 
out his work) pays the minimum of attention to distributional considera- 
tions. The Keynesian considerations (effects of increasing population on 
the incentive to investment) that can easily find a place among Dr. Leiben- 
stein’s curves, work (as Keynes himself showed) the wrong way. The 
only thing that is left (and I suppose that it is from this that the brake is 
supposed to come) is a deficiency of saving. But if the underdeveloped 
country is always trying to invest ahead of its savings, its situation should 
be chronically inflationary. It can only be an excessive attention to the 
special problems of South America at the moment (to which North Ameri- 
can writers on underdevelopment are undoubtedly prone) which can 
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make anyone imagine that the “ static equilibrium ” of the underdeveloped 
has any special inflationary potential about it. 

Something, surely, has gone wrong. It seems to me that what is wrong 
is not merely the odd view of history which is implied throughout the whole 
of this work; there is a bit of a mix-up on the theoretical level also. In 
an early chapter a good deal is made of the distinction between a stable 
and a quasi-stable equilibrium—roughly speaking, the one is a condition 
where nothing changes, the other is a condition where some things change, 
but others don’t. The only bearing that this distinction can have upon 
the later work is to enable the author to regard a condition in which 
population is increasing, but real income per head is not increasing, as a 
quasi-stable equilibrium. ‘That, of course, is a mere matter of definition; 
but it turns out to be a dangerous definition, because it enables him to 
proceed as if the full equilibrium, in which there is no growth in any 
direction, and the quasi-stable equilibrium, in which the growth of other 
resources does no more than match the growth in population, were very 
much the same thing. That, surely, is just nonsense. If we accept it, 
the condition of England from 1750 to 1850 (the very archetype of all 
“* take-offs ”?) is made indistinguishable from that of, say, Portugal during 
the same period. Surely the fact is that to be able to accommodate a | 
large growth in population, without fall in real income per head, does 
itself demand a most important growth in resources; it cannot readily be 
achieved excepting in an economy which is already geared to extensive 
change. 

To an economy of this latter type the dynamic theory of Harrod and 
Domar (or something akin to it) may well have become applicable; but 
to an economy which has not learned to grow, even in that way, it is surely 
not applicable at all. It is just not true that the main thing which stops 
such economies from going forward is potential population pressure. (How, 
incidentally, would Dr. Leibenstein explain the Roman Empire?) Nor, 
for that matter, is the population pressure from which so many under- 
developed countries are at present suffering a consequence of abortive 
economic development; it clearly springs from other causes. If Egypt or 
Ceylon (to name two countries where population pressure has already 
reached the stage of political explosion) could achieve the “‘ quasi-stable 
equilibrium ” of early-nineteenth-century Britain, they would be over 
their immediate hurdle. Problems of this sort are left by Dr. Leibenstein, 
as a result of the way he has posed his questions, right out of account. 

I have tried, in this review, to concentrate on central issues; and since 
I have become convinced that the book is quite wrong on central issues, 
I have doubtless done less than justice to the incidental virtues which it 
possesses. 

Dr. Leibenstein is an artist in diagrams; when he applies his technique 
to simpler problems, such as the effect of changes in real wages on the 
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individual supply of labour, the result is often distinctly helpful. But it 
may well be that on the main issue it is his excessive reliance on the dia- 
grammatic method which has led him astray. If he had endeavoured, 
more frequently, to set out the more intricate parts of his argument in 
plain prose, he might possibly have got more idea of what a queer tree 
it was that he was climbing up. 


J. R. Hicks 
All Souls College, 


Oxford. 


The Economics of Under-developed Countries. By P.'T. Bauer and B. S. YAMEy. 
Cambridge Economic Handbooks, under the general editorship of 
C. W. GuILLEBAUD and MILTon FriepMAn. (London: James Nisbet 
and Cambridge University Press, 1957. Pp. xii + 271. 10s. 6d.) 

Economic Analysis and Policy in Underdeveloped Countries. By P. T. Bauer. 
(London: Cambridge University Press, for the Duke University 
Commonwealth-Studies Center, 1957. Pp. ix + 145. 22s. 6d.) 


THESE books give a lucid and luminous account of a wide range of 
development issues. ‘They are most significant, however, for their criticism 
of several propositions and prescriptions that have become standard ele- 
ments in the development literature. 

The Cambridge handbook begins by examining the conceptual and 
practical difficulties of measuring national income, capital and the labour 
force. The discussion then ranges over several topics grouped in terms 
of natural resources, human resources and capital. The remaining third 
of the book delimits the role of government in influencing development. 

The second book is the published version of three lectures delivered at 
the Duke University Commonwealth-Studies Center. The first lecture 
deals with the scope, method and possibilities of economics in the study of 
underdeveloped countries, as well as with the repercussions on economics 
of the increased interest in underdeveloped countries. The second deals 
with some characteristic features of the economic landscape in under- 
developed countries, and the third examines policy issues. Except for the 
first lecture, there is considerable overlap with the Cambridge study. 

Using an appealing blend of systematic analysis and personal observa- 
tion, the authors suggest in the Cambridge book that the most important 
obstacles to development are associated with the skill, resourcefulness and 
thriftiness of the population, the effects of social institutions and restrictions 
on the movement of people or on the acquisition and exercise of skills, the 
state of production techniques, and the magnitude and character of capital 
formation. 

In conformity with their view of development as essentially “ the 
widening of people’s access to alternatives,” the authors adopt as their 
criterion of good governmental policy that it should extend the efficient 
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range of alternatives open to producers and consumers; this leaves the 
government “ only a limited role as an active propulsive agent in develop- 
ment in the capacity of saver or entrepreneur, or as controller or director 
of the economic activities of others.” 

It is claimed that the possibilities of development through controlled 
inflation are commonly exaggerated, and the dangers unduly minimised. 
Taxation for compulsory saving is also rejected as impinging unfavourably 
on productive effort, growth of specialisation and exchange, and private 
saving. It is further argued that if the funds for development are com- 
pulsorily gathered by statutory marketing boards the burden is particularly 
inequitable and the disincentive effect very high. 

To raise efficiency in agricultural production, efforts should be directed 
to increasing the volume of capital and skill, rather than to changing the 
institutional setting—tenancy or ownership—which does not by itself come 
to grips with the underlying problem of the ratio between various classes 
of resources. Proposals that rents or debt charges should be scaled down, 
or that land should be transferred to the small-scale tenant cultivators, 
are believed unlikely to bring about significant net benefits, and may even 
reduce agricultural output. 

The external economies, disguised unemployment, balanced growth 
and diversification arguments for assistance to industry are rather sum- 
marily dismissed as being justified only in very special circumstances and 
as being difficult to apply in practice. On the other hand, it is proposed 
that more assistance may be given to industry through the withdrawal or 
relaxation of restrictions on immigration, avoidance of “ premature attempts 
to introduce so-called labour and social welfare legislation ” which inflate 
labour costs and avoidance of policies that control the charges or profits 
of public utilities or foster uneconomic branches of agriculture. 

Although all the individual points are of interest, and each is presented 
forcefully, their total effect does not come across in an impressive way. 
The reader will still want to know just what are the forces that initiate 
and maintain development. And he may well believe that some problems 
of the poor countries have been underestimated, their potential for develop- 
ment overestimated and the role allotted to government unduly circum- 
scribed. These reactions are possible because the authors restrict their 
discussion mainly to the contemporary period, to the domestic aspects of 
development and to an analysis conducted primarily in terms of marginal 
conditions. 

History is used simply to provide an occasional illustrative example— 
not for the more significant purpose of explaining the beginnings of growth, 
or to account for the differential rates of growth among nations. Indeed, 
this fundamental task is ruled out by the belief expressed in the Duke 
book that “the quest for a fundamental cause or causes of development, 
and in particular for reasons explaining why some countries were caught 
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up in the stream of material progress sooner than were others . . . may 
be largely a fruitless quest.” 

On the crucial question of why the poor countries have not developed 
more rapidly, only slight attention is given to the repercussions of inter- 
national forces. When there has been so much recent emphasis on the 
unequal distribution of gains from trade between rich and poor countries, 
and the historical tendency for increasing international inequalities, one 
may regret the failure to appraise these arguments. The general tenor of 
their analysis indicates that the authors would have been eminently quali- 
fied to expose some fallacies in this modern “ exploitation ” type of reason- 
ing. 

The concern with marginalism has much remedial worth in rectifying 
the neglect of prices in some discussions of development. At the same 
time, however, it denies some interesting questions, such as those raised by 
Professor Leibenstein’s “‘ critical minimum effort thesis,” or Professor 
Rosenstein-Rodan’s “‘ big push” theory. Nor is the marginal analysis 
used adequately for a dynamic analysis of the multi-period requirements 
for optimal resource allocation. 

The limited role allowed to the government is a corollary of marginalism. 
A major contention is that restrictive measures which come from govern- 
ment intervention affect adversely both the allocation of resources and the 
growth of resources and of income. Accordingly, the agenda for state 
action, as summarised in the Duke book, does not extend far beyond in- 
fluencing the institutional framework of economic activity, providing 
social overhead capital, operating agricultural extension services and possibly 
establishing capacity if there are important economies of scale. 

The development process, however, is unlikely to have the continuity 
and flexibility implicit in marginal analysis. Imperfect markets, indivisi- 
bilities in production functions, low supply elasticities, market prices that 
necessarily reflect only present conditions, and a social structure and value 
system that contradict individual action—all these limit the efficiency of 
the price mechanism in achieving the requirements for development. 
Although one may sympathise with the authors’ political philosophy, he 
may still have to conclude that the present situation in many underdeveloped 
countries requires more extensive government action than these books are 
prepared to acknowledge. 


G. M. MEreR 
Wesleyan University and Yale University, 


Connecticut. 


Possibilities of Economic Progress. By A. J. Youncson. (London: Cam- 
bridge University Press, 1959. Pp. x + 325. 32s. 6d.) 


In recognition of the inherent complexities of the process of economic 
growth, there is a wholesome and gathering tendency to seek general insight, 
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if not formal theory, by examining the comparative historical experience of 
different societies. Professor Youngson’s book is an interesting exercise in 
this essentially biological approach to economic analysis. 

The argument is developed in three distinct sections. 

Part I examines a portion of the literature concerned with growth, 
historical and contemporary. It concludes by isolating these three groups 
of factors judged to be of “‘ first-rate importance ’’: “‘ first, inventions and 
the adoption of new ideas, especially such as to encourage extensive further 
innovation .. .; secondly, the supply of enterprise; thirdly, the drift 
towards massive production based largely on the realisation of economies of 
scale.”” He then defines his model (pp. 96-7), assuming as initial conditions 
that ‘“‘ a country [is] well-governed, not devoid of natural resources, on the 
whole anxious for economic progress; but with production still small and 
the people poor.”” The model suggests that an initial widening of the market, 
either spatially or by technological innovation, can lead on to a self-sustained 
growth process in which further technological innovations, enterprise and 
the organisation of large-scale production play their roles. 

Part II, embracing about half the text, examines periods of accelerating 
economic progress in four societies: Great Britain, 1750-1800; Sweden, 
1850-80; Denmark, 1865-1900; the American South, 1929-54. 

Part III draws conclusions based on uniformities or insights to be derived 
from the historical cases; and then provides four observations, rooted in the 
author’s historical perspective, on the contemporary problems of under- 
developed areas. 

The major uniformities perceived by Professor Youngson are: ‘“‘ the 
advantages of international contacts; the long history and pervasive im- 
portance of agricultural reform; and the complexity and significance of 
inter-trade and inter-sectoral relationships,’ notably the interweaving of 
agricultural and industrial development. His prescriptions are, broadly 
speaking, that governments in under-developed areas should try to conduct 
liberal trade relations with the rest of the world and avoid committing them- 
selves to excessive tariffs; that they should concern themselves less with 
specific projects in the fields of both industry and overhead capital and more 
with the broader environment of the economy (e.g., education and fiscal 
policy); that they should not neglect agriculture; and that they “ should 
give more attention than they usually do to the creation of a more tolerant 
and flexible social system, and one which will be more sympathetic to 
economic progress.” 

The quality of this exercise is weakened by several characteristics of the 
exposition. First, the four cases examined are distinctly odd, if the author’s 
objective was to conclude with lessons relevant to the strategic problems of 
the contemporary world of under-developed areas. The four historical 
passages examined relate to countries or regions where, on tne whole, the 
transition from a traditional to a modern society was relatively easy; and, 
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even then, the most relevant periods in the history of these societies, for 
contemporary analysis, lie in earlier phases than those he presents. Pro- 
fessor Youngson is describing what I would call four take-offs; but most of 
the under-developed areas are still in the process of creating the preconditions 
for take-off. The ardent and difficult transformations going forward in 
Asia, the Middle East and Africa, upsetting and supplanting traditional 
societies, have by no means yet created that good government and con- 
sensus concerning economic progress which Professor Youngson blandly 
assumes in his initial conditions. — If one is to bring the richness of historical 
experience to bear on the contemporary scene, one must look, for example, 
to seventeenth- rather than to eighteenth-century Britain; France and Ger- 
many before 1850; Russia before 1890; to certain of the Latin American 
cases before the mid-1930s; to China before 1949; and, above all, to the 
story of Japan before 1880. 

Second, there is a distinct gap—a lack of linkage—between Professor 
Youngson’s formal model and his historical narratives. Although it is ex- 
ceedingly difficult to tell the story of a living economy in terms of any model, 
the lack of analytical shape in Part II is excessive. It might easily be read 
as summaries of the existing literature, without any clear sense of the variables 
which Professor Youngson regards as key to the growth process. One 
misses, particularly, incisive accounts of how developments in one sector lead 
on, through economies of scale and the other Marshallian long-period forces 
(which the author correctly emphasises in Part I), to new levels of technology 
and organisation. 

Finally, the author’s model is not sufficiently well formed to make quite 
persuasive some of the legitimate conclusions he draws. As any historian 
must, he reacts against analyses which deal with investment in the aggregate; 
and he looks to sectoral developments and their inter-connections. He 
senses that industrial development depends on prior or concurrent expansion 
in three non-industrial sectors: agriculture, foreign or inter-regional trade, 
and social overhead capital. It is possible to state the broad inter-connec- 
tions between these sectors, in the stages of preconditions and the take-off, 
with reasonable precision; and each of his four cases might have been used 
to illuminate those interconnections with a clarity which is now lacking. 
In short, with a somewhat different (but not inconsistent) model, and his- 
torical narratives more rigorously disciplined around the questions it posed, 
the issues Professor Youngson raises in Part III might have flowed more 
continuously from Parts I and II. 

On one point Professor Youngson must make up his mind. He evidently 
finds the turbulent political and social changes and conflicts that accompany 
the break-up of a traditional society and the gradual creation of a modern 
successor confusing and, even, a shade repellent. Men in these transitional 
societies do not always behave with the clarity of purpose and Victorian good 


sense which Book IV of Marshall’s Principles would suggest is likely to maxi- 
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mise the rate of economic growth. The author focuses, in the end, on the 
more antiseptic aspects of the process of economic growth; and he has 
chosen his cases and periods to make that possible. He has every right to 
exercise this discrimination; but, as an historian as well as an economist, it 
will deny him access to the periods and problems which precede the take-off. 

If he should examine these earlier passages in the life of societies he is 
likely to modify his prescription for the limited role of government investment 
in underdeveloped areas; for in the preconditions period of most societies 
emerging from traditional status, the Government must play a much larger 
role than he suggests in building social overhead capital; in stimulating a 
productivity revolution in agriculture; in generating exports; and in taking 


the first steps, in certain sectors, in industry as well. 
W. W. Rostow 
Cambridge. 


The Keynesian Theory of Economic Development. By KENNETH K. KuRtHaARa. 
(London: Allen & Unwin, 1959. Pp. 219. 21s.) 


Ir I eat too much I grow fat. D =correct diet; E = what I eat; 
W = my weight; s = weight increasing propensity of excess food. Then 


AW =s(E — D) 


The mathematical form of expression is supposed to increase precision. As 
it is used by many economists nowadays it is whitewashing begged questions. 
We may be told that X is a stock of physical capital, Y a flow of physical 
output and S§ net saving (which can only mean income in value terms, after 
allowing for depreciation, less the value of expenditure on consumption). 
We accept S/Y = s, and go gaily on to sY = AK and so forth. But it is 
really too much when we come to Ya/Ka < Yi/Ki, where Ka is the physical 
capital in agriculture and Xi is industry (p. 130). It would be much better 
to use pictograms. If we had to draw corn over ploughs and cloth over 
looms we should see that, while proportionate changes in them are numbers 
that can be subject to equality or inequality, the ratios themselves are not. 

Mr. Kurihara is not to be blamed. This is the way economics is taught 
nowadays. Keynes’ theory has been reduced to the same idle patter of 
definitions (written out to look like equations) as the Quantity Theory which 
it superseded. 

Mr. Kurihara has a geniune concern for the problems of underdeveloped 
economies, and when he allows common sense to break in he draws attention 
to a number of important points—for instance, that under Jaisser-faie 
conditions underdeveloped economies are liable to suffer from cyclical 
** Keynesian ” unemployment on top of chronic “ non-Keynesian” un- 
employment, and that it is deleterious to use remedies for the first which will 
make it harder to deal with the second. His criticism of the United Nations 
report is forthright and shrewd. 
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He is subject, however, to a number of blind spots. With given produc- 
tive capacity, and given propensities to save, a higher level of investment 
entails a lower real-wage rate and a higher ratio of profit to income. He 
appears to take this to mean that low real wages are a cause of investment so 
that, for instance, an increase in monopoly promotes accumulation (p. 77). 

He is unable to distinguish between a technique which is superior to 
others because it offers a higher output both per unit of labour and per unit 
capital, and one which is either less mechanised than another, and offers a 
higher output per unit of capital against lower output per head, or more 
mechanised and offers a higher output per head against less output per unit 
of capital. This leads him into a number of confusions and absurdities 
(though he is sufficiently candid to quote several critics who have already 
pointed this out, p. 95). 

He considers as optimal the rate of growth which just prevents un- 
employment from increasing, and so is against a policy of reducing the open 
or disguised unemployment that already exists (Chapter III and passim). 
The last doctrine, presumably, he does not really mean. He has evidently 
been trapped by his formule into saying something that he cannot possibly 
believe. This also could be avoided by using pictograms. 


Joan Rosinson 
Cambridge. 


Economic Policy: Principles and Design. By J. TinsERGEN. (Amsterdam: 
North Holland Publishing Company, 1956. Pp. xxviii + 276. 53s.) 


Tuts book is best described as an attempt to show how economic analysis 
can contribute to the design of economic policy. Professor Tinbergen 
classifies policies into quantitative policy (for example, a change in tax rates), 
qualitative policy (a change in the tax structure) and reforms (for example, a 
new social-security system). In the first case, both the means and ends of 
policy can usually be defined quantitatively; and most of the book is con- 
cerned with analysis of the relations between such ends and means. The 
main objects of such policy happen to be the maintenance of high employ- 
ment, a degree of price stability and a certain balance in the balance of 
payments. In effect therefore the book is concerned largely with “‘ stabilisa- 
tion policy ’’; and derives additional interest by reflecting the experience in 
these matters of the Netherlands authorities, of whose Centraal Planbureau 
Professor Tinbergen was long Director. 

His present book is not easy to criticise. It appears to be intended 
chiefly as a kind of manual for the use of “‘ many young economists working 
in the field of economic policy and planning.’’ It is not laid out for ease of 
continuous reading. The text discusses in turn some twenty algebraic 
models of increasing elaboration; the models themselves, however, are set 
out separately in a lengthy appendix; and the symbols employed in them 
are defined in yet another appendix. The emphasis is on the form of the 
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equations, and the methods of solving the set problems. If numerical values 
are attached to the parameters, they are presented either as well-known or 
as plausible assumptions. At times therefore difficult matters are passed 
over very briefly: no one would guess, for example, from what is here said 
about the effects of changes in interest-rates and in the volume of money 
(the latter, not the former, are stated to affect expenditure), how debatable it 
is. 

This general method of discussing stabilisation policy, detailed criticism 
notwithstanding, has over-riding advantages. The effects of economic policy 
depend upon the reactions of the economy which the authorities have to 
** play’: Professor Tinbergen’s method consists in specifying these reactions 
fairly precisely. 

His more sophisticated models may be transcribed roughly as follows. 
Output depends on home demand and on world demand for Dutch exports. 
The volume of imports and employment depends on output. Prices depend 
on import prices, labour costs and the level of output. Export prices depend 
also on world prices, and the volume of exports depends also on their price. 
An increase in direct taxes (or a cut in Government expenditure) will thus 
reduce output, employment, imports and prices, and so increase the volume 
but reduce the price of exports—on balance improving the balance of pay- 
ments. Holland is probably the only country this side of the Iron Curtain 
where wages are a “‘ policy variable’: a wage cut reduces consumption (and 
thus imports), and by reducing prices to some extent favours exports. 
Exchange depreciation has somewhat similar effects except that it raises 
internal prices, and, while affecting export receipts more, also increases the 
cost of imports. 

Consideration of a system of relations of this sort enables Professor Tin- 
bergen to deduce certain formal rules for the design of economic policy— 
a line of thought which has since been independently followed by Dr. Bent 
Hansen in part of his Economic Theory of Fiscal Policy. It will be clear from 
the account already given that each of the ‘‘ instrument variables’ con- 
sidered (tax rates, exchange rates, wage rates and the volume of money) 
affects two or more of the “ targets”’ (price stability, full employment, 
balance on external account). First, then, it is impossible to regard one 
‘* instrument ”’ as the means of achieving any particular object. Second, the 
** efficiency ”’ of different instruments with respect to different targets differs. 
Hence the optimum combination of measures depends on the exact combina- 
tion of objects it is sought to achieve: where the authorities have many ways 
of influencing the economy, the choice is quite complex. 

The truth, however, deserves to be stated with some emphasis that for 
most of the time the problems of “‘ stabilisation policy ’”’ are in fact logically 
very simple. Most governments cannot fix wage levels directly; and 
changes in exchange rates can only very rarely be made. Most governments 
therefore have only one route to influence the “‘ balance ’’ of the economy. 
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Both fiscal and monetary policy work chiefly via their effect on the level of 
total demand; and the balance of payments and prices (the possibility of 
indirect tax variations notwithstanding) are subject to influence chiefly in 
this way only. A problem of this type, as indeed Professor Tinbergen here 
admits, hardly requires algebra. In practice, too, the problem is often 
cruder still. Year-to-year developments in the economy usually require 
only relatively minor changes in policy, the more remote effects of which 
must therefore be very small. The possibilities of exact calculation are also 
greatly reduced, not only by partial ignorance of the effects of changes of 
policy, but even more by the inexactness of economic forecasts. If it is 
uncertain how rapidly prices would rise or what the balance of payments 
would be on present policies, it is impossible to calculate back from a specified 
“ target ’’ to an exact definition of the change required in policy. 

While Professor Tinbergen’s discussion shows how economic policy 
depends on a fz ‘-ly complex interaction between numerous relationships, it 
does not bring out the important fact that our knowledge about these relation- 
ships is still poor. No one who values Professor Tinbergen’s own labours at 
research could doubt his awareness of the need for much more: nevertheless, 
an impression is apt to emerge that most of the empirical propositions 
discussed have now been well established. It at present may almost be said 
that the art of economic policy lies less in knowing, than in knowing how far 
to distrust, what is known. in application some pretty tall edifices may have 
to be built on slender foundations; and it would have been most valuable 
to have had from Professor Tinbergen an assessment of the firmness with 
which various practical conclusions can be drawn. 

Most of the above criticisms apply with far less force if the book is con- 
sidered not as a treatise but as a class book, or manual of examples. There is 
little doubt that a student working through the examples would get a feel of 
the behaviour of the economy; would begin to see national-income aggre- 
gates not as arbitrary totals, but as part of an inter-related system; and would 
pick up a good impression of the probable size of the various responses. 

The more general aspects of economic policy fit less happily into Pro- 
fessor Tinbergen’s mathematical mode of treatment. The opening dis- 
cussion of the aims of economic policy is apt to appear out of place in a book 
that adopts the decimal system of paragraphing (for instance in a discussion 
of “ inconsistencies ’’: ‘‘ Generally speaking, too many young people choose 
too little education, and care too little about family planning . . .””). The 
discussion of qualitative policy and reforms is perforce far less comprehensive 
than that of quantitative policy; and deals in turn with various unrelated 
questions, which sometimes cannot be very precisely treated, of which 
quantitative restrictions, and the price policy of public monopolies, are 
examples. 

It is therefore as a discussion of stabilisation policy that Professor Tin- 
bergen’s book must be judged. The old subjects of “ fiscal policy” and 
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‘* monetary policy ” have by now long since burst their banks; and whatever 
criticism may be made of it, this is a thoroughgoing and valiant attempt to 
treat systematically the vast territory into which they have spread. Essen- 
tially it is an expansion of two earlier booklets (On the Theory of Economic 
Policy, 1952, and Centralization and Decentralization in Economic Policy, 1954), 
of which less notice appears to have been taken than they deserved. 


J. G. R. Dow 
National Institute of Economic and Social Research, 


London. 


Policy against Inflation. By R. F. Harrop. (London: Macmillan, 1958. 
Pp. xiii + 257. 24s.) 

Smr Roy Harrop, finding that his views on the matters referred to Lord 
Radcliffe’s Committee on the Working of the Monetary System would run 
to volume length, decided very sensibly to put them before the public in a 
volume. 

Following the lines of Keynes’s General Theory, he nevertheless departs 
from Keynes (as in his article in the Economic JourNAt for March 1956) in 
laying stress on unsatisfied demand, manifested in ‘‘ long delivery dates and 
backlogs of unfilled orders ”’ (p. 102), as a symptom of inflation, when there 
may be no such rise of prices as Keynes assumed. 

He also qualifies Keynes’s use of the rate of interest, and extends it to 
mean “‘ the difficulty of borrowing”’ (p.69). He even supposes the difficulty 
of borrowing to be measurable, so that a high cost of borrowing, ‘‘ to cover 
all the incidental costs and the imponderables,’’ might be 15%, or a low 
cost 10% (p. 71). And he supposes the marginal yield of investment to be 
equated to such a cost. Except for small short-term borrowings or for 
borrowers of weak credit, the ‘‘ incidental costs’? cannot be considerable, 
and the ‘‘ imponderables ” which Sir Roy Harrod has in mind must be the 
reluctance of lenders. Banks are reluctant to lend when they fear that their 
advances may exceed the limit allowed (in conformity with prudence or 
practice) by their liquidity proportion. If they then keep down the total 
of advances by refusing some applicants, “‘ difficulty of borrowing ”’ results. 

A “credit squeeze’ limited to a restriction of advances does not meet 
Sir Roy Harrod’s views. He would rely for monetary control on changes in 
the quantity of money. Such changes “‘ have an effect on the difficulty of 
borrowing, and this may be expected to bear upon investment orders and 
also on orders for consumer durables ”’ (p. 235). 

The practice of inducing a reduction of the quantity of money by restrict- 
ing the banks’ cash basis has ceased to be effective, because the banks can 
replenish their cash by reducing their holdings of Treasury bills. It is not 
the cash proportion but the “‘ second line liquidity ratio ”’ (cash, plus bills), 
that is now relevant (p. 182). Sir Roy Harrod would deprecate “ the 
imposition of a compulsory and variable second line liquidity ratio,’’ since 
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it would compel the banks to restrict advances; “‘ this is precisely the system 
that we want to get away from ”’ (p. 237). His solution would therefore be 
a reduction of the supply of Treasury bills. That can be done either by a 
budget surplus or by funding. A budget surplus would only act slowly 
(pp. 235 and 240). Even funding, if pressed too fast, might so depress the 
prices of Government securities as to impair the country’s credit in foreign 
eyes (pp. 185-6). 

A policy against inflation working through “ the difficulty of borrowing ”’ 
seems very imperfect. One is tempted to comment that its imperfection is 
due to the exclusion of the direct effect of the rate of interest. If the bare rate 
of interest has to be supplemented by “‘ difficulty of borrowing,”’ recourse 
must be had to relatively slow-acting budget surpluses and funding, with the 
drawback of awkward reactions on tax-payers and the investment market. 
Scepticism as to the effect of the rate of interest on borrowing for the purchase 
of goods for the replenishment of stocks goes back to Keynes. But as Sir 
Roy Harrod points out, investment, as understood by Keynes, “ includes 
stocks, which also have their prospective yields, net of recoupment and the 
cost of storage’ (p. 69). Surely the bare rate of interest is not negligible 
in comparison with this yield. It is because a rise of Bank Rate reacts 
quickly on the turnover of stocks, while the effect of long term capital outlay 
(whether direct or through the long-term rate of interest) is slow and un- 
certain, and in the end not great, that the former effect is the vital factor in 
credit policy. 

Credit restriction is a corrective of an internal inflationary tendency. 
Sir Roy Harrod also approaches his problem from the external standpoint. 
His chapter on the Devaluation of Sterling starts by pointing out that de- 
valuation “‘ cannot be regarded as part of a policy against inflation; rather 
it was an act of policy for inflation’ (p. 125). By intensifying the demand 
for exports, it increases ‘‘ the aggregate demand with which the supply 
potential of the home economy is confronted’ (p. 127). There follows a 
masterly analysis of the effects of the devaluation on prices and wages, in the 
course of which he points out the adverse effects of delivery delays and the 
under-pricing of exports on the balance of payments. In 1952, when there 
were rumours of an upward revaluation of sterling, he wrote: “ failing re- 
valuation, prices, wages and other costs are likely to pursue an upward 
course’ (p. 140). A statistical comparison of British and American prices 
and wages (p. 225) appears to show that British exports are still under- 
priced. Nevertheless, he ‘‘ would not affirm dogmatically that the British 
wage and price structure is out of equilibrium (too low) ”’ (p. 216), and he 
has dropped any reference to an upward revaluation as an alternative to a 
further rise of prices and wages. 

Sir Roy Harrod might perhaps have pursued the subject of the relation 
of the wage level to the rate of exchange a little farther. It is deeply in- 
volved in permanent policy. ‘‘ It has been said,” he writes, ‘‘ that in place 
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of the gold standard we now have a wages standard,” and he observes that 
** there is an element of truth in this idea ’’ (p. 209). Perhaps a stable wage- 
level, with a monetary policy just maintaining full employment, would be 
the most desirable form of stabilisation. But it would not be consistent 
with adherence to some other standard. It would not be consistent with 
unvarying rates of exchange, unless the stable wage standard were adopted 
internationally. In fact, so long as we tie the pound to the American dollar 
at a fixed rate, we preclude ourselves from having any other monetary 
standard, and it rests with the American authorities to determine whether 
we are to suffer from inflation or depression. Sir Roy Harrod does not face 
this issue. He rejects a “‘ freely floating sterling,’ on the ground that unless 
there are fixed rates of exchange a high Bank Rate will not attract foreign 
money. Surely not a good reason, for hot money is but a precarious re- 
inforcement of the reserve. 

A closely reasoned chapter deals with the foreign-held sterling balances, 
and a most illuminating table (p. 243) shows the progress of a reserve 
calculated from gold and dollar holdings, net of sterling held outside the 
Sterling Area, from 1945 to 1957. 

If Keynes’s monetary doctrines are still counted as orthodoxy, this book 
is an able and lucid exposition of orthodox theory, with modifications 
essential to adapt it to the conditions of the present time. 


RaLtepH HAWTREY 
London. 


Public Principles of Public Debt. By J. M. BucHaNnanN. (Homewood, Illinois: 
Irwin, 1958. Pp. xii + 223. $5.00.) 


Tus book is a significant contribution to debt theory literature. Even 
if one has doubts about the importance of some of the propositions the 
author is concerned to refute or establish, there can be no two opinions about 
the clarity of reasoning or exposition, which are both of an exceptionally 
high order. 

The author explains that after a year’s sojourn in Italy studying the works 
of the great Italian writers in public finance, he has come to reject much of 
what he thinks is currently accepted debt theory. His basic concern is to 
establish the “‘ primary real burden”’ resulting from a marginal issue of 
debt. He analyses in turn the classical full-employment world and the 
Keynesian under-employment situation. In each case he considers the 
relative effects of raising a given sum of revenue by taxation, debt-creation 
and currency-creation. In addition, the case of debt-creation to finance 
extra expenditure is examined at some length. 

The principal conclusion which comes out of the analysis is that the 
burden of debt rests on future tax-payers. As a corollary, Professor 
Buchanan argues that we must reject three commonly accepted propositions 
in debt theory: first, that the primary real burden of debt is borne by the 
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current generation; second, that public debt is different in nature from 
private debt; and third, that external debt is different in nature from 
internal debt. 

These are sweeping conclusions, and perhaps one or two illustrations of 
the reasoning should be given. In a full-employment world, the author 
argues, the creation of public debt to finance additional government ex- 
penditure will simply mean that some people who would have lent funds to 
the private sector will lend instead to the public sector. It is impossible to 
say that lenders suffer thereby, as it is a voluntary transaction; nor is there 
any burden on the present generation of tax-payers. It is concluded there- 
fore that the burden of the debt must rest on tax-payers in future years, who 
will have to pay more in taxation than would otherwise have been the case. 
In a Keynesian under-employment situation the additional government 
spending necessary to push up the level of employment could be financed 
either by debt creation or curency creation. If the Government chooses 
the former method, a “ primary real burden ”’ will fall on tax-payers in 
future years; and this would not be so if the latter method of finance were 
chosen. The internal—external loan comparison can be summed up in this 
way: internal borrowing may increase capital formation in the public sector 
at the expense of that in the private sector (under full-employment con- 
ditions), whereas an external loan will allow additional public capital 
formation without reducing that in the private sector. But the additional 
income generated thereby will be exactly offset by external interest pay- 
ments, and so it is concluded that external and internal loans are essentially 
similar in nature. 

Various other conclusions follow from this sort of reasoning. Some of 
the most penetrating are to be found in Chapter 12 (“‘ When should Govern- 
ment Borrow? ’’), where it is argued, for instance, that it is not appropriate 
to finance government current expenditure by borrowing, on the grounds 
that the burden of such borrowing will rest on future tax-payers and it 
is therefore an act of political chicanery to finance expenditure benefiting 
the current generation in this way. 

Enough has been said to illustrate, if not to catalogue, the subject matter 
of this book. What sorts of objections can be raised against these kinds of 
arguments? First, it is not altogether clear what the author means by the 
often-repeated phrase, “‘ the primary real burden of debt.”” Presumably 
he means to concentrate on those who suffer adversely in any income 
re-distribution resulting from the marginal issue of debt. But the concept 
of income (personal, private and so on) is not closely specified; and it is 
difficult to see what is the significance or usefulness of ‘‘ primary ’’—surely 
it is just as important to bring changes in pre-tax incomes as well as tax 
impositions into account. Secondly, it must be asked whether the sharp 
distinction between taxation necessary to finance the service of the debt and 
the corresponding transfer payments of debt interest is always enlightening. 
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The author seems to rely on two arguments here: first, that future interest 
payments will tend to be capitalised while future tax payments will not, 
and second, that in any case the two things are entirely separable. Neither is 
wholly convincing. Thirdly, the author does not face up to a case where 
his reasoning seems to break down. Imagine a full-employment situation 
where the net result of public borrowing is to substitute public for private 
debt and public for private capital formation. If the public capital forma- 
tion yields a normal return to the Government there obviously need be no 
additional taxation to finance interest charges. It is perfectly true that 
this situation is the joint result of government borrowing and spending, but it 
seems just as legitimate to single out this case as that (p. 40) where govern- 
ment expenditure is wasteful and produces no social income at all. 

Another point wiich the author might profitably have explored is to ask 
whether in practice ihe location of the debt burden is all that important. 
If we assume as a rough hypothesis that debt stays more or less constant in 
peace-time, then although the sins of the present generation rest on their 
descendants, they themselves are the legatees of the sins of their own an- 
cestors. It might be plausibly argued on this sort of basis that there is no 
net handing down of burden from one generation to another generation— 
leaving war-time out as a different matter. Finally, there is little discussion 
in the book of all the institutional problems associated with public debt— 
the fact that a good deal is often held by government departments, the role of 
short-term versus longer-dated issues, etc. It is never entirely fair to criticise 
an author for not discussing a different subject from the one he does discuss, 
but in this case more attention to points of this sort might have been 
rewarding. 

Despite these reservations about some facets of the author’s arguments, 
there can be no question that this is a bold and stimulating book in which 
the depth of the thought is matched by the clarity of the style. 

A. R. Prest 
Christ’s College, 
Cambridge. 


The Competitive Process. By Jack Downtr. (London: Duckworth, 1958. 
Pp. 199. 25s.) 


Tus stimulating and lively book must give satisfaction to people working 
on the problems of competition and the development of industrial structures. 
A number of recent industry studies have dealt with the relationship between 
structure, cost reduction and innovation, and Mr. Downie has now produced 
a theory which is concerned with these very features. He has turned 
attention to two particular aspects of economic performance, the dispersion 
of efficiency between firms, and progress. He contends that, owing to the 
assumption that technical knowledge is given, economic analysis has failed 
to furnish a useful framework for thinking about problems of competition and 
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restriction, and he now offers a new pattern. This owes a great deal to 
Schumpeter and had a somewhat neglected forerunner in Part I of J. Steindl’s 
book Maturity and Stagnation in American Capitalism. 

The theory turns upon the “ transfer mechanism ” and the “ innovation 
mechanism.” The transfer mechanism is the process whereby shares of the 
market are transferred from the less-efficient firms to the more efficient. 
The more efficient grow mainly by using their higher profits for investment, 
but they also reduce prices in order to obtain a larger share of the market. 
The “innovation mechanism” is the process whereby firms change in 
efficiency by innovating. Here Mr. Downie relies upon the idea that inno- 
vation is largely the result of competitive pressure, and he argues that it is 
the less efficient who innovate most actively because the efficient are pre- 
occupied with expansion. The theory is that while the transfer mechanism 
tends to result in greater concentration, this tendency is checked by the 
innovation mechanism which, by producing new leaders, results in the 
expansion of different firms at different times. 

The theory, while open to much criticism, has a great deal to commend 
it. It illuminates the analysis of industries in which there is rapid change, 
with new firms growing, flourishing and then being conquered by other 
firms which burst into prominence. The book is exciting, and it is attrac- 
tively written in a light almost conversational style, but it is also provoking, 
elusive and difficult to interpret. The difficulties, invariably found in this 
subject, lie in the sweeping generalisation and the fact that each concept 
covers so much; innovations range from potato peelers to nylon, the transfer 
mechanism may take a few months or many years. The most serious 
difficulty is that while the transfer mechanism will, immediately after a major 
innovation, work smoothly and fast, it may become very slow long before 
the inefficient have been eliminated. In some industries the transfer 
mechanism works so strongly as a result of innovation and is so weak in face 
of market imperfections that concentration is really the result of innovation, 
and the continued existence of a multi-firm industry is due to the absence of 
innovation. 

The “ innovation mechanism ” itself is also uncertain; while there are 
industries in which innovations come from firms which are under pressure to 
change, there are many in which development comes from firms of the I.C.I. 
type with large research departments and the financial and technical re- 
sources to buy, develop and exchange patents. Where innovations are of 
this type they are likely to lead to greater concentration rather than off-set 
it. Although Mr. Downie recognises many of these points, his general 
thesis is that multi-firm industries remain because innovations are made; it 
seems equally reasonable to argue that multi-firm industries survive where 
progress is slow. 

Application of the theoretical ideas to the question of restrictive practices 
suggests that unstable price agreements may well be in the public interest 
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because, by protecting the profits of the expanding firm during periods of 
slack demand, they help, rather than inhibit, the transfer mechanism. This 
argument has much force provided that it can be assumed that the efficient 
firm will pursue an active expansionist policy and will drive out the in- 
efficient. Mr. Downie’s analysis is important in that it questions the general 
theoretical condemnation of price agreements. 

The second part of the book deals with practice, and the broad theoretical 
propositions are tested against census data on samples of firms from thirty 
trades. Mr. Downie says that, “ This part of the book is to be regarded 
more as an illustration of the kind of empirical approach which the theory 
suggests than as anything in the nature of a conclusive demonstration of the 
validity of its conclusions.” This modest claim is well justified, but the data, 
interesting in themselves, are difficult to assess, and a lot more work could 
usefully be done to find out the extent to which both the particular history 
of each industry and the heterogeneity of products and types of firms affects 
the interpretation of the statistical data. 

It is rather easy to criticise this book, but although I constantly found 
myself disagreeing and arguing, I was, equally often, nodding enthusi- 
astically. This book is a valuable contribution to competitive theory; it 
gives new impetus to the changes in approach which are taking place. 

P. Lestey Cook 
Newnham College, 
Cambridge. 


Price Theory, By W. J. L. Ryan. (London: Macmillan, 1958. Pp. 
ix + 396. 3ls. 6d.) 


Dr. Ryan offers this book as an account of the pricing process for the 
student who intends to specialise in economics, and to this end he first 
describes a model in which all buyers and sellers accept market prices as 
given facts and plan their own activities in the light of these prices. The 
treatment is essentially a re-working of the Walrasian system of price de- 
termination in terms of graphical methods, modified to take account of the 
major developments in cost and preference theory of the past thirty years. 
The account concludes with a useful brief re-statement of the model in 
terms of algebra. 

Then the model is modified to allow buyers and/or sellers to become 
price makers instead of price takers, and market behaviour is examined on 
the basis of the new assumptions. This section contains an interesting 
analysis of oligopoly using Cournot reaction functions, first stating the prob- 
lem in terms of quantity decisions and then in terms of quality decisions. 
The translation of all quality differences into a cardinal measurement may 
not be easy, but the approach should give the student a comprehension of 
the oligopoly problem which other lines of attack on the problem may have 
failed to give him. 
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In the final chapter Dr. Ryan attempts what is surely the impossible task 
of giving an account of activity analysis and the theory of games in the space 
of nine pages. It is difficult to believe that the reader meeting these prob- 
lems here for the first time will find the exposition intelligible. 

The general level of treatment suggests that the book is designed as a 
text for students in the second of a three-years honours-degree course in 
economics, and, the argument being closely reasoned, so that every step 
demands comprehension of what has gone before, it is vital that an even 
level of treatment be kept. The nature of points raised sometimes puts 
unnecessary strain on the student (vide the discussion of the elliptical shape 
of isoquants on p. 53) and on occasion comment tends to be cryptic. There 
is surely an easier way of putting the underlying idea than to talk of a zero 
value of the variable, “ the importance of legal and institutional barriers ” 
(p. 276). 

Dr. Ryan’s chapter on the long-run supply curve shows how very un- 
satisfactory is the state of this corner of theory, despite the attention it has 
received since Clapham’s “‘ Empty Economic Boxes.” Dr. Ryan appears to 
accept the view that decreasing cost is due to the existence of indivisible 
agents in the productive process but he has some reservation about what he 
calls “‘ cost indivisibilities,”” cases such as that of a 100-h.p. motor, which 
costs less than 100 times the price of a l-h.p. machine. His long-run cost 
curve seems to be that of Marshall, the entrepreneur is never bound by his 
past actions, and all agents except top management can be varied by any 
amount, however small, though given unlimited time even management 
should be variable. 

Now, if there is but one indivisibility to be eliminated, it would appear 
that the average cost curves for different-sized lumps of the indivisible agent 
would be U-shaped and minimum average cost would in each case be the 
same. If by any means the agent can be made perfectly divisible the 
separate curves are replaced by a horizontal straight line and a condition of 
constant cost has been achieved. If there are two indivisibilities the average 
cost curves drawn on the assumption of fixed doses of the more divisible 
agent will hang in a catenary whose shape is determined by the more 
indivisible agent. Eliminating the lesser indivisibility will give an envelope 
curve which in effect is the first of a series of single indivisibility curves. 
Ryan follows the usual practice and stops here, but if the firm really has all 
eternity to play with, then presumably this indivisibility can be overcome 
and a constant cost curve emerges. 

The only hope of getting a continuous but variable relationship between 
cost and output seems to lie in Professor Robinson’s adoption of Haldane’s 
ideas on “ being the right size.” Apart from this, we must abandon the 
assumption of the timelessness of the process and consider changes in tech- 
nique and in the rest of the economy to arrive at an historical record of the 
past extrapolated for the future, In addition, the Marshallian long-run 
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supply curve lacks the essential feature of a supply curve, reversibility, 
Knowledge gained by handling Jarger outputs is useful for smaller outputs; 
institutions once created continue perhaps with changed purpose. The 
dictum that bygones are bygones is not invariably true, and a more rapid 
time-rate of increase of output may increase the level of costs for periods 
which are long in relation to production plans. 

Even less defensible is the concept of a long-run demand curve, for none 
of the conditions which define the curve can be taken as constant for long 
periods of time. We must content ourselves with forecasts of the future 
positions of short-run curves and the Marshallian long-run curve were better 
discarded. 

The book will be welcomed and used in all schools of economics where 
competence in the handling of the tools of analysis is demanded of the 


student. 
J. K. EastHam 


Queen’s College, 
Dundee. 


Essays on the Welfare State. By R. M. Trrmuss. (London: Allen & Unwin, 
1958. Pp. 232. 20s.) 


Tuis book consists of lectures which were delivered on various occasions 
between 1951 and 1957, of which four are printed here for the first time. 
They cover a wide range of subjects: the position of women in society, 
changes in the pattern of marriage and family life, the social effects of 
industrialisation and the division of labour, the effects of the recent scientific 
revolution in medicine on the doctor, the hospital and the patient, the 
influence of war on the growth of the conception of the welfare state, amongst 
others. 

A recurrent theme that runs through many of them is that of the role 
and significance of the social services in a modern industrial community. 
Professor Titmuss is concerned, as he says in his preface, to emphasise the 
view that “‘ The social services (however we define them) can no longer be 
considered as ‘things apart’; as phenomena of marginal interest, like 
looking out of the window on a train journey. They are part of the journey 
itself. They are an integral part of industrialisation.”’ 

It can truly be said that there is no subject of which he treats in this book 
that he does not illumine, and this is not so much by the conclusions which 
he draws (which are few) as by the questions that he raises—often very dis- 
turbing questions, the answers to which for the most part lie still in the 
future. 

In the three concluding lectures, delivered at the Law School in Yale 
University, he deals with some aspects of the National Health Service in 
England. Both in content and treatment they were clearly conditioned by 
the American audience to whom he was speaking. But as they touch on 
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issues of great importance, such as the professional freedom of doctors, the 
impact of scientific and technical advances in medicine, the doctor-patient 
relationship, they are deserving of attention on this side of the Atlantic also. 

Professor Titmuss’ book should have a special interest for economists, 
because of the light that it throws on some of the more important possible 
social implications of those economic forces and changes with which they 


as economists are primarily concerned. 
C. W. GuILLeBAuD 
St. Fohn’s College, 


Cambridge. 


Value in Social Theory, A Selection of Essays in Methodology. By GuNNAR 
MyrpaL. Edited by Paut STREETEN. (Routledge & Kegan Paul, 
1958. Pp. xlvi + 269. 32s.) 


Tuis extremely interesting volume is a companion to Gunnar Myrdal’s 
Political Element in the Development of Economic Theory, written in’ 1930 and 
published in an English translation in 1953. It consists of a collection of 
essays, most of them concerned with the relations between value premises 
(implicit or explicit) and analysis of facts in social investigation. They 
range from an early essay on “‘ Ends and Means in Political Economy,”’ first 
published in 1933, to the appendix to An International Economy (1956). The 
central core is a series of extracts from An American Dilemma (1944), which 
viewed narrowly was an exercise in methodology. ‘‘ Ends and Means ’”’ 
was searching but negative in its conclusions; An American Dilemma was 
constructive. ‘‘ We attempted to work with explicit value premises, to 
base them as far as possible on observation,’’ Dr. Myrdal writes, “‘ to stress 
them throughout the study, and to define the concepts used in terms of the 
chosen value premises.’’ He recognises that despite the complexity of the 
subject the task of writing in this fashion about the American negro was 
simplified by the existence of a single uniform set of value premises. ‘‘ The 
real difficulty, however, arises when analysis has to be based upon a number 
of different sets of conflicting value premises.’’ One set of value premises 
may be explicitly stated—this is a logical advance on leaving them uncovered 
—but they are thereby given a strategic advantage. The advantage is put 
in perspective when it is recognised that the premises are not doctrines but 
assumptions which can be tested for relevance and significance. 

The arguments used by Dr. Myrdal in this collection of writings are 
illuminated and set in their context by a lucid and scholarly introduction 
by Paul Streeten and a fascinating and revealing autobiographical postscript 
by Dr. Myrdal himself. Mr. Streeten starts with “is”? and ‘ ought,” 
examines what Dr. Myrdal calls “‘ the crux of all science ’’ (‘‘ it assumes in 
all its endeavours an a priori, but its ambition must constantly be to find an 
empirical basis for this a priori ’’), discusses the basic distinction between and 
inter-relations of “‘ programmes ” and “‘ prognoses,”’ as set out not in a work 
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on economics but in An American Dilemma, and summarises the tasks of the 
social scientist. Dr. Myrdal himself, who allows little place to history in 
this collection of methodological writings, contributes in his postscript such 
a vivid piece of history—the story of his own development seen against the 
background of Swedish academic and political life—that this volume is 
worth reading for this brief essay alone. He is explicit about the psycho- 
logical inspiration of the work of the younger generation of Swedish econo- 
mists of the 1920s. ‘‘ The main inspiration was negative: the need to 
protest against the intellectual domination of the older generation. It led 
me to a critical scrutiny of the value problem, because I was aware that this 
was their weak spot.’’ He goes on to sketch with a few deft strokes the 
main characteristics of the great men of both the older generation and the 
new. It is extremely interesting to compare and contrast Swedish develop- 
ment with the different line of development in both Britain and the United 
States. From the 1930s onwards, however, and particularly since 1939, 
there have been more and more features in common. 

In an essay which stands somewhat on its own, as part survey, part 
exhortation, “‘ The Relation between Social Theory and Social Policy,” 
which was delivered as the opening address of the Conference of the British 
Sociological Association in 1953, Dr. Myrdal considers some of the leading 
questions relating to the role of the social scientist in post-1945 conditions 
That the atmosphere has already changed since 1953 does not detract from 
the relevance of the conclusions or the statements about long-term trends. 
Dr. Myrdal, in the light of his varied experience as well as his thinking, 
directs attention to three facets of the social scientist’s work—his need for 
** independent status *’; his duty to promote “ rationality’? (a duty which 
might well be laid down in a code of professional ethics); and his “ in- 
fluence,”” how and where it can be exerted. Most of the other extracts in 
this volume are concerned with method, but in this lecture the case is argued 
not only for “‘ persistent and incisive methodological scrutiny ”’ but also for 
*‘ uninhibited public discussion on the highest level of the broad issues 
involved.”” There are two sides to the social scientist’s communication. 
** We must not only master the art of writing well and forcefully, and some- 
times do so in terms so simple that we can be understood by the general 
public, but also, at other times, become so involved and intricate that we 
cannot possibly be followed by others than our peers.” 

This is a searching and stimulating book which puts economics in its 
place in the social studies, explores values, and touches on questions of 
** judgement.”’ It is, as Dr. Myrdal would see it, a product not of political 
economy but of the ‘‘ Enlightenment.’’ Yet the modern world has been 
fashioned by many other forces. The social studies are still unequally 
developed and imperfectly related to each other, in practice they often lend 
themselves to manipulation rather than to understanding, prejudices move 
men and ideologies conflict, social forces erupt. Against this background 
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there is need to assess Dr. Myrdal’s approach. ‘‘ By abandoning the claim 
to absolutism, universality, and pure ‘ science,’ a way is opened to a more 
limited but also more rational, to a more modest but also more objective, 


approach to the study of society.” 
Asa Briccs 
University of Leeds. 


The Theory of Committees and Elections. By D. Biacx. (London: Cam- 
bridge University Press, 1958. Pp. xiii + 242. 30s.) 


TuE first part of this book contains a systematic and formal account of 
the theory of committees and elections. In the second part Professor Black 
enumerates the contributions made to the subject since it first attracted 
interest in the eighteenth century. If the earlier discussion is probably the 
more valuable, the latter is the more entertaining, especially when concerned 
with the issues that excited the Reverend Charles Dodgson to make his 
substantial contributions on the eve of meetings of the Governing Body of 
Christ Church. 

The theory of committees can be made most explicit when the committee 
members all possess ‘‘ single peaked’’ preferences. This means that 
motions before the committee can be arranged in a certain order, such that 
movement away from the most-preferred motion of each member in either 
direction leads towards motions that are steadily less attractive. Pre- 
ferences are likely to satisfy this condition when the motions are concerned 
with possible sizes of some entity, or when they vary steadily in political 
complexion from Left to Right. It is, perhaps, a weakness of Professor 
Black’s discussion that he does not discuss in more detail the full conditions 
necessary to ensure single-peakedness of preferences. 

If single-peakedness is assumed, the geometry of the analysis is com- 
paratively simple, and Professor Black shows that, if any one of three com- 
mittee procedures are used, the ultimate decision of the committee will be 
thesame. Broadly speaking, the decision reached will be that most favoured 
by the ‘‘ middle ”? member of the committee, when due allowance has been 
made, when necessary, for the chairman’s casting vote. The outcome of 
voting becomes much less definite if for most members there is a range of 
most preferred motions between which they are indifferent. 

When there are no restrictions on the preferences of members, we at once 
run into a much richer field of possibilities. With the committee voting by 
a simple majority on all pairs of motions in turn, there is no assurance that 
the committee itself will possess a transitive system of preferences. The 
phenomenon of cyclical majorities may manifest ‘itself, with the committee 
preferring A to B, Bto C but Cto A. With normal committee procedure a 
motion enters the voting only once and is discarded if another motion beats 
it by a simple <najority. In such circumstances the later a motion enters 


the field, the greater is its chance of ultimate adoption. Furthermore, some 
No. 274.—VOL. LXIX. BB 
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members of the committee may be able to obtain a result more favourable to 
them, than would otherwise be obtained, by voting contrary to their own 
system of preferences. 

The resolution of difficulties on a committee is not insuperable, because 
members can allow their voting to be influenced by others so that deadlock 
or unsatisfactory compromise is avoided. The problem is much less easy in 
elections involving large numbers of electors. What candidate should any 
voting system aim at electing? Professor Black accepts, without much 
question, that it should be the candidate who stands the highest on the average 
in the electors’ preferences. A candidate who could obtain a majority over 
each of his rivals would satisfy this requirement, but such a candidate does 
not necessarily exist. Condorcet favoured the election of the majority 
candidate; but, when there is no such candidate, some account ought to be 
taken of the size of each candidate’s majority or minority when put against 
each of his rivals. This is done by a system of marks by the so-called Borda 
criterion. 

When voters’ preferences are single peaked, exhaustive voting—voting 
on all candidates pair by pair—returns the majority candidate; but the single 
transferable vote does not ensure his election nor does it permit a voter to 
show indifference between one candidate and another. Professor Black is 
unable to arrive at a satisfactory scheme of proportional representation. 
The use of the (Droop) quota is helpful but not infallible, and he is critical 
of the heterogeneity and arbitrariness involved in the later stages of the 
procedure, due to the mixing of first, second, third, etc., preference votes. 

In the remainder of the first part of the book Professor Black discusses 
the theorctical modifications required when committees need a special 
majority to arrive at a decision. He also makes use of the concept of 
elasticity when examining the sensitivity of a committee’s decision to altera- 
tions in the size of the special majority or in members’ preference schedules. 
I do not feel that the analogy with economics is altogether happy, and it 
seems Curious to suppose that these two chapters will be comprehensible only 
to readers with a knowledge of economics. The effect of complementarity 
of motions is then discussed; this emphasises the drastic assumptions about 
preferences which have been necessary to ensure earlier simplicity of treat- 
ment. Finally, a short chapter discusses the implications of the earlier 
analysis to international agreements and cabinet responsibility. 

In the very interesting account in Part II of the contributions made by 
Borda, Condorcet, Laplace, Nanson, Galton and Dodgson, Professor Black 
severely criticises Condorcet for hiding his substantial addition to knowledge 
under an unnecessary superstructure of probability theory. This criticism 
may, in the context in which it is delivered, be well-founded, but Professor 
Black himself seems to be open to an opposing counter charge. Committees 
must make decisions; and we can scarcely hope that infinite time and effort 
can be devoted to achieving what appears to be full justice to the differing 
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views and preferences of their members. A practical scheme of committee 
or electoral procedure must surely aim to minimise the chance of serious 
injustice for a given cost. It seems therefore that probability theory is not 
wholly irrelevant to the subject under discussion. 

Professor Black is aware of the limitations of the assumption that voters 
go to the polls or committee rooms with a fully determined system of pre- 
ferences. Is there not room for the supposition that, apart from motions on 
which they possess strong feelings, chance may well influence their voting 
onother motions? A voter’s strategy at a committee may well be conditional 
on the anticipated voting behaviour of other members; is not the probable 
revision of his strategy as business proceeds susceptible of treatment with the 
aid of probability ? 

It is unfair to expect answers to these difficult and intricate questions, 
but it is not unreasonable to suggest that future progress in theoretical 
development may depend on the re-introduction of some probabilistic 
assumptions. As it is we must be most grateful to Professor Black for a 
comprehensive and incisively clear account of the existing deterministic 
theory. 


A. D. Roy 
Sidney Sussex College, 


Cambridge. 


The Life of Knut Wicksell. By Torsten GARDLUND. Translated from the 
Swedish by Nancy Apier. (Stockholm: Almqvist & Wiksell, 1958. 
Pp. 355. 30 kr.) 

Selected Papers on Economic Theory. By Knut Wicxsetit. Edited with an 
Introduction by Erik Linpauit. (London: Allen & Unwin, 1958. 
Pp. 292. 30s.) 


ScHUMPETER, in his History of Economic Analysis, says that Wicksell, apart 
from his activities as a vigorous champion of neo-Malthusianism, lived the 
life of “‘ a quiet and retired scholar.” This happens to be the reverse of the 
truth. Wicksell was a fearless and passionate advocate of a number of 
unpopular causes, an enfant terrible who was in trouble of one kind or another 
throughout his long life. He had the courage of his convictions to an extent 
which at times made him the despair of his friends. Anyone who judged 
him merely from the mathematical austerity of his contributions to economics 
would have no inkling of his real character. 

At last we have in English a most revealing study of the life of Wicksell. 
Professor Gardlund’s book is a slightly abridged version of the admirable 
biography which he published in Swedish in 1956 under the title, Knut 
Wicksell, Rebell i det nya riket. His most valuable sources were the Wicksell 
papers in the University of Lund, including over 2,000 letters to Wicksell 
from about 500 correspondents and about the same number written by him, 
mainly to his wife, his sisters and brother and his two closest friends. 
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Knut Wicksell was born in Stockholm in 1851, the youngest son of a 
provision dealer. His mother died of consumption when he was seven years 
of age, and he lost his father when he was fifteen. Writing of his childhood 
years when he was fifty, all he could say was that they were “ not too bad on 
the whole.” Sensitive and deeply religious, he went up to Uppsala Univer- 
sity in 1869 and graduated in 1872 with distinctions in mathematics and 
astronomy. At the age of twenty-three, after a profound religious crisis, he 
became a free-thinker and was strongly attracted by the ideas of Ibsen. 
During these years he suffered from a sense of loneliness and of not belonging. 
In a paper written in 1887, How I Became a Free-thinker, he wrote of his intense 
preoccupation with the problem of finding a moral code not based on 
religion. A turning-point came in 1879, when he read a Swedish translation, 
published anonymously, of Drysdale’s The Element of Social Science, with a 
characteristic sub-title, Physical, Sexual and Natural Religion: An Exposition 
of the True Cause and Only Cure of the Three Primary Social Evils—Poverty, 
Prostitution and Celibacy. He was soon the centre of violent storms as a result 
of lectures he gave on “‘ The Most Common Causes of Habitual Drunkenness 
and How to Remove Them ” and on “ Celibacy or Prostitution ?,” in which 
he stressed the evils of overpopulation and advocated birth control. On 
many subsequent occasions his forthright denunciations of conventional 
morality aroused the most bitter controversies and made him numerous 
enemies. Neo-Malthusianism became his religion, and he seems to have 
suffered less from fits of depression and emotional tension when, in his own 
words, he “ had found something to live for.” 

What led this rebellious Ibsenite to turn to economic theory? After a 
careful scrutiny of letters which have only recently come to light, Professor 
Gardlund reveals that at the end of 1884 Wicksell, then living with his friend, 
Ohrvall, fell desperately in love with Mrs. Ohrvall. This was the reason 
why he went abroad to London in the summer of 1885 and stayed there for a 
year. He spent months in the British Museum reading widely in the classics, 
particularly Malthus and J. S. Mill, Jevons, Walras and Sidgwick’s Principles 
(“an excellent book which does justice to everyone”). He then went to 
Vienna and made contact with Menger and got hold of a copy of Bohm- 
Bawerk’s Geschichte und Kritik des Kapitalzins-Theorien. If it had not been for 
the emotional crisis of 1884, the world would probably never have seen 
Varde, kapital och ranta enligt nyare nationalekonomiska teorier (the first version of 
Uber Wert, Kapital und Rente), the lectures delivered to the Workers’ Associ- 
ation in Stockholm in 1889. Like Marx, Wicksell found his intellectual 
inspiration in the British Museum; but unlike Marx, he was driven there by 
unrequited love. 

In campaigning for causes dear to his heart, Wicksell was stubborn, tact- 
less and insensitive to the pain he inflicted on members of his family and his 
friends. For example, when his sister begged him not to publish a pamphlet 
mocking various religious beliefs, he wrote to a friend that, whilst it would 
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not be pleasant to feel afterwards that his sister had gone out of her mind 
over the affair, “‘ I nevertheless feel that it would not be right to withdraw; 
I have fewer ties than most people, and any way the battle has to be fought. 
It will simply become more bitter and demand more victims, the longer it is 
delayed.”” When he married Anna Bugge, he absolutely refused to have a 
wedding ceremony. “I believe,” he said, “I should have many more 
unhappy half hours in my life if I acted against my convictions now.” In 
applying for a permanent Professorship at Lund, he refused to write “‘ Your 
Majesty’s most obedient servant.”’ For uttering blasphemous remarks in a 
lecture in 1908 he was sent to Ystad prison for two months. (The prisoner’s 
cuisine was more than adequate; in the Wicksell Archives there is a letter 
from the Hotel Prins Carl, which supplied his meals, asking “‘ whether the 
Professor desires goose and black broth on Michaelmas Eve? If black broth 
is not desired, we will send dessert instead.”’) It was against the grain for 
Wicksell to promise his wife, in reply to her appeals, “‘ to be a scholar. . . and 
leave the affairs of the country to take care of themselves.” 

It is not surprising that this stormy petrel had reached the age of fifty 
before he had been admitted even to a provisional Professorship and he had 
to wait until he was seventy before he obtained any mark of academic honour 
in Sweden. He must have been bitterly disappointed that hc was never 
made a member of the Academy of Science. When he got his first appoint- 
ment in Lund, he wrote, “ it is so strange to be, as it were, a cog in society’s 
wheels, instead of being an outsider looking in.” Wicksell’s greatness as an 
economist had been recognised on the Continent when Uber Wert, Kapital 
und Rente appeared in 1893. Walras declared that Wicksell had “ taken his 
place in the foremost rank of the new generation of mathematical economists, 
among whom we can already reckon Irving Fisher in New Haven and 
Marquis Vilfredo Pareto, my successor at the University of Lausanne.” 
His famous Interest and Prices, published in German in 1898, was not well 
received. ‘‘ The only consolation,”’ writes Professor Gardlund, “‘ was that 
the Economic JourNaL which, in a supercilious article a few years earlier, 
had dealt summarily with his book on price theory, now printed a warmly 
appreciative review of the new work.” It was a long time before the full 
significance of Wicksell’s achievement had dawned on the English-speaking 
world. Edgeworth, in his day, had denied him an opportunity of defending 
himself and Béhm-Bawerk against an attack in the Economic JouRNAL; 
and in the 1920s Keynes refused a long article by him. In the summer of 
1925 Wicksell wrote to his wife: “‘ Yesterday evening and today I have been 
reading a long article on Marshall by Keynes, quite interesting but-so 
absurdly ‘ English,’ as if no economists existed outside England.” 

Professor Gardlund has produced a fascinating portrait of a remarkable 
personality. The readable quality of the original Swedish has been main- 
tained in the excellent translation by Nancy Adler. The author has done 
more than portray the many-sided character of Wicksell: he has indirectly 
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revealed the nature of the political and intellectual forces which were 
transforming Swedish society in the period of its industrialisation. 

Included in Selected Papers on Economic Theory are a sample of Wicksell’s 
articles hitherto not available in English. Professor Lindahl has fittingly 
prefaced them with a translation of his survey of Wicksell’s life and work 
which was published in Ekonomisk Tidskrift in 1951 to mark the centenary 
of his birth. Not only does this give an authoritative assessment of the 
place of Wicksell in the history of economic thought but it also throws 
invaluable sidelights on his character. 

Since the main writings have already been translated into English, the 
choice of material for this volume must have been a problem for the Editor. 
The papers that are new to English readers are “ Ends and Means in 
Economics ”’ (1904), reviews of the work of contemporaries, 7.¢., Pareto’s 
Cours and Manuel, Bbhm-Bawerk’s Theory of Capital, Menger’s Grundsdtze and 
Bowley’s Mathematical Groundwork of Economics, and three essays on interna- 
tional economics, “‘ The Riddle of Foreign Exchanges ” (1919), ‘‘ Protection 
and Free Trade ” (1924) and ‘‘ An Object-Lesson in the Tariff Question ” 
(1925). Connoisseurs will find all these much to their taste. The review 
of Bowley’s book under the title “‘ Mathematical Economics ”’ (1924) is still 
worth reading as a statement by a great pioneer of the mathematical method. 
The famous inaugural lecture, ‘‘ Ends and Means in Economics,” delivered 
at the University of Lund in 1904, is the testament of an optimistic utilitarian. 
He blamed “ scientists who do not come to the defence of scientific truth 
with sufficient strength and ardour—obviously because their hearts are not 
always on the same side as their heads, their sympathies being in conflict with 
their scientific convictions.” These “ scientific convictions’ meant some- 
thing to him, because he believed that there was “a goal of economic 
activity . . . with which everyone is in formal agreement.” He ends in a 
cloudy peroration: 

“if, as I hope and believe, one day we recognise that our goal here on 
earth is to extend the greatest possible happiness to all, of whatever class 
of society, race, sex, language, or faith they may be—then the pleasant 
discovery will be made that the economic side of this problem has 
already been solved in its essentials, and that the solution only awaits 
practical application.” 


Wicksell was convinced that his prescriptions for economic policy were 
based on abstract truth: he could not see that they rested on a particular 
value postulate. 

The rest of the volume is taken up by articles on “‘ The Influence of the 
Rate of Interest on Commodity Prices” (1898), “ Marginal Productivity 
as the Basis of Distribution ” (1900) and “‘ The Problem of Distribution ” 
(1902). The ideas in these papers are well known in their more elaborate 
form in Interest and Prices and in the Lectures; it would have been more 
satisfying to have statements of Wicksell’s views on the fundamental difficul- 
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ties involved in these theories. For example, an acute criticism of the argu- 
ment in Interest and Prices was made by Davidson; it is a pity that a transla- 
tion of Wicksell’s reply, e¢.g., “‘ Penningranta och Varupris” (Ekonomisk 
Tidskrift, 1909) was not included in this book. Then, on marginal pro- 
ductivity Wicksell seems to have had doubts towards the end of his life. 
He became worried about whether one can measure the investment period 
in terms of an “‘ average ” and whether it is possible to collect together in a 
precise measure the waiting periods of different “ original” factors. This 
scepticism shows itself in his analysis of Dr. Gustaf Akerman’s Realkapital und 
Kapitalzins (Ekonomisk Tidskrift, 1923) reproduced in English in Lectures on 
Political Economy, edited by Professor Lionel Robbins, Vol. I, and in the 
article published posthumously in Die Wirtschaftstheorie der Gegenwart, Vol. III, 
1928. One would have liked to see one of these pieces included. 

Wicksell’s views on trade-cycle theory are to be found in “ Krisernas 
Gata” (1907), a translation of which appeared in International Economic 
Papers, No. 3, under the title, ‘“‘ The Enigma of Business Cycles’; many 
readers will be disappointed that this interesting essay was left out. Finally, 
recalling that Wicksell once said that “‘ an economist who is not completely 
saturated in Malthus is like a sailing ship without rudder, compass or ballast,”’ 
we must regret that room was not found in this volume for one of his contri- 
butions to population theory. 


BRINLEY THOMAS 
University College of South Wales, 


Cardiff. 


The Economic Development of Detergents. By W. J. Corterr. (London: 
Duckworth, 1958. Pp. 208. 25s.) 


‘ 


Tuts book is concerned with the “ circumstances which predispose an 
industry towards accepting innovations eagerly or with reserve.” In suc- 
cessive chapters Mr. Corlett considers the nature and uses of detergents, the 
structure of the detergent industries in Britain, the change in processes in the 
soap industry, the developments leading to the rapid growth of synthetic 
detergents and the problems of marketing. He gives a useful summary of 
the growth of the Lever combine and of its failure to get full control of the 
soap industry, and shows that the high concentration of the industry has not 
been greatly changed by the rise of synthetic detergents: some of the small 
soap producers have dropped out, but new firms have entered to produce 
synthetics, and the chemical industry supplies the synthetic surface-active 
agents and indeed the major part of the liquid synthetic detergents for 
industrial use. His study of structure is, however, weakened by the in- 
sufficient attention to financial analysis. 

The oil-refining and chemical companies played a large part in the 
development of synthetic detergents, and they produce the surface-active 
agents. As the methods of producing synthetic detergents are not specially 
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suitable for the soap industry, why has it retained the main part of the pro- 
duction and marketing, at any rate in the domestic field? Mr. Corlett 
argues that explanation must “ rely largely on the fact that the marketing 
problems which are involved in the distribu’ »n of detergents are different 
from those with which the other possible producers of the synthetic products 
have normally been faced” (p. 166). He argues that this advantage does 
not derive mainly from control of the final point of sale to the consumer, but 
from the possession of a sales force that is accustomed to dealing with the 
appropriate retailers and experience in advertising, couponing and other 
sales-promotion schemes for detergents. 

This is a plausible explanation, and it may be that such marketing con- 
siderations were decisive for the oil and chemical industries who might have » 
become producers of household detergents; but though in a study of the 
interactions of structure and innovation it is important to establish this, Mr. 
Corlett does not appear to have made a serious attempt to do so. It isa 
weakness of this book that very little is said about methods of investigation. 
There is reference in the Preface to “‘ those who have thought the inquiry to 
be on the wrong lines, or who have felt unable to give the information for 
which I asked,” and on p. 55 to “ discussions with numerous people con- 
nected with the industry.”” These statements do not tell us much about the 
amount of information Mr. Corlett was able to collect from firms, though 
they seem to suggest that some firms at least were not co-operative. That he 
was unable to gather sufficient information is suggested by the number of 
conditional or vague conclusions such as: “ it is possible that the change in 
relative prices has given some incentive to the new methods of production ” 
(p. 103); “in some cases it is believed the reduction in the output of soap 
has led to difficulties in operating continuous soap-making equipment ” 
(p. 186); ‘‘ many people think that the rate of expenditure on sales promo- 
tion” cannot long continue (p. 201); “if the industry consisted of small 
firms the tendency might be to introduce cheaper materials and thus, 
possibly, to worsen the performance of the product ” (p. 203). 

The discussion of innovations and their origins, in both soap and syn- 
thetics, is also very general—it reads as if it has been compiled rather too 
much from text-books and journals and rather too little from case studies of 
the capacities and interests of the firms involved. Some of these firms may 
be outside the industry. Mr. Corlett does refer to the innovating role of the 
engineering firms supplying equipment to the Italian soap industry; but it 
does not get us far to suggest (p. 189) that the same might have happened 
here if oligopoly had not developed in the soap industry. (In the cement 
industry in Britain the main process innovations did come from the engineer- 
ing firms.) In dealing with the reaction of the soap industry to synthetic 
detergents Mr. Corlett suggested that the post-war willingness to try out the 
new products on a larger scale was due to the shortage of fats and oils, “ to 
the hope of getting a large share of their competitors’ market for detergents 
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by getting in first . . . and the fear that, if they do not get in first, their com- 
petitors will” (p. 193). Was it not possible to get more evidence on this—on 
how and when it affected research plans and investment plans of the firms 
concerned ? 

Though the book is both interesting and useful in formulating hypotheses, 
I found it curiously inconclusive about the posed problems. 


B. R. WILLiAMs 
University College of North Staffordshire. 


Labor Problems in the Industrialization of India. By C.A.Myers. (Cambridge, 
Mass.: Harvard University Press (London: Oxford University Press), 
1958. Pp. xvii + 297. 52s.) 


INDUSTRIALISATION at a quick pace constitutes the keynote of the Indian 
programme for rapid economic development. Industrial labour, which 
occupies a small though vital and strategic place in Indian economy, will 
greatly increase both in number and in importance as a result of this pro- 
gramme. ‘The present labour problems and unrest are likely to be magnified, 
unless they are properly diagnosed, and adequate remedies prescribed and 
adopted. A study of these problems by a recognised expert in industrial 
relations of Dr. Myers’ calibre will be widely welcome at this juncture. 

The major requirement of industrial progress is a conscientious, con- 
tented, disciplined and efficient labour force, but in view of India’s low 
national income and the imperative need for capital formation, the general 
economic inducement that can be afforded in this direction is small. On 
account of dis-unity in labour ranks and leadership of different political 
parties at the helm of different trade unions, the inducements are likely to 
be frittered away rather than concentrated in directions where they yield 
most. Further, since the wastes of strikes and lock-outs cannot be afforded, 
full development of free collective bargaining with these inevitable con- 
comitants has to be ruled out. State intervention on a wide front to ensure 
labour rights to the extent thought justified in the wider interests of the 
national economy and maintenance of industrial peace through conciliation, 
arbitration and a variety of other methods seem to afford the only way out. 
Dr. Myers brings out this paradox likely to be met with in all developing 
economies in all its contradictions. He has no fool-proof solution to offer. 
Though his sympathies are with the remedy already attempted, he is keenly 
conscious of the sacrifice of healthy trade unionism that is being made at 
the altar of economic progress. 

Within the limits laid down by this fundamental paradox, however, 
much can be done by all the three parties—Labour, Management and 
Government—and much certainly remains to be done. The Indian labour 
force is still by and large not broken to factory discipline and work. Though 
the turnover of labour is low, absenteeism is high. Cases of indiscipline are 
not infrequent. Labour is prone to go on strikes to protest, but often no 
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advance notice is given, nor are demands clearly formulated. Trade 
unions get a large influx of new membership in such a period, but the 
enthusiasm does not last long after the settlement or the withdrawal of the 
strike. Membership falls as quickly, or still worse fees fall in heavy arrears. 
Most of the trade unions, therefore, lack funds for any regular continuous 
work, and have no welfare activities. Their hold over labour tends to be 
precarious, and there is little scope for development of responsible leader- 
ship. 

In the final outcome much will depend on labour attitudes and co- 
operation, but in the first stage, the initiative must largely come from the 
other two parties. Till very recently, management has done little to 
discharge adequately its responsibility to labour. Even recruitment was 
left to jobbers who were untrained for the job and abused the powers given 
to them by the management. There was no systematic provision for labour 
training, and at both supervisory and middle-supervisory levels there was a 
dearth of trained personnel. The need of a proper personnel policy and of 
personnel officers who could deal with labour problems tactfully was not 
realised. Even when labour relations were better managed by some 
employers, they were more likely to be on the ma bap or paternal basis. The 
employers had their own limitations, as they had not themselves received 
the benefit of a training in the principles of management. ‘Top management 
was confined to the family circle. Dr. Myers draws this bold picture clearly 
and forcefully. He is careful to point out that things were never entirely 
black and that they are changing. He describes the exceptions in great 
detail. But their impact is yet to be felt, and it will take time before the 
general situation changes. 

Because labour organisations are weak and labour restive, and because 
India cannot afford at this juncture a prolonged period of industrial unrest, 
the Government has to shoulder a great deal of responsibility. It has to 
lay down various detailed requirements that management must fulfil— 
provisions of welfare services, appointment of labour officers, formation of 
grievance committees, and so on. Dr. Myers is specially appreciative of 
the personnel aspects, for a worker is a human being, and much of the ideas 
and programmes evolved on this basis can be transmitted to him with ease. 
The Government has also to lay down rules governing rationalisation, 
prescribing conciliation and arbitration machinery, and compulsory resort 
to them in some cases. In a few cases, it has gone to the length of laying 
down detailed rules regarding a “‘ representative’ union. It has also been 
anxious to see provision provided for management and supervisory training. 
Most of the advances in this direction have been made since the inauguration 
of the Provincial Autonomy in 1937. It is not possible to move on so many 
fronts in so short a time as two decades without occasional mistakes or 
displeasing quite a few people. A critic may certainly point out that not 
all Government steps are entirely self-consistent, and that there is scope for 
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changes in certain policy matters. Dr. Myers gives the impression that he 
holds the view that by and large the Government policy is well conceived, 
and even enlightened, though it is widely different from that which prevails 
either in the United Kingdom or in the United States. 

There is one omission in the book that is striking: detailed discussion of 
wage policy. While it is pointed out that the discontentment of labour is 
due to wages lagging behind cost of living, the outlines of a satisfactory wage 
policy are not drawn. In view of the complicated network of minimum- 
wage legislation and the varied attempts of the Industrial Tribunals and 
Labour Courts to lay down wages, this was surely essential. With this 
possible exception, the treatment given in the book is fair and eminently 
satisfactory. 


D. T. LAKDAWALA 
Bombay. 


Royal Commission on Canada’s Economic Prospects: Final.Report. (Ottawa: The 
Queen’s Printer, 1957. Pp. 509 and map. $3.00.) 

Canada’s Economic Development 1867-1953. By O. J. Firestone. (Income 
and Wealth Series VII.) (London: Bowes & Bowes, 1958. Pp. 
xxvi + 384. 45s.) 


Tue Gordon Commission was formed to “‘ inquire into and report upon 
.. . the probable economic development of Canada and the problems to 
which such development appears to give rise.” Its method of study was to 
travel widely holding ‘‘ on the spot’’ hearings, and to delegate detailed 
investigation. Within a year and a half from its initiation in June 1955 it 
had received 330 submissions, heard over 750 witnesses, digested thirty-four 
studies prepared at its request (published separately) and completed its 
Preliminary Report; the Final Report, which followed almost a year later, 
was in all essentials a repetition but expanded with elegant discussion. The 
apparent swiftness of the Commission’s comprehension in a matter which 
does not appear to be urgent cannot be entirely dissociated from the pressure 
of political events (in particular from the general election of June 1957, 
which was to end twenty years of Liberal rule), and it is clear that some parts 
of the Report would have gained from more mature reflection. 

Assuming there will be no global war, no major slump and no major 
changes in the economic policies of the Canadian or other governments 
(which implies a negligible impact on policy of its own suggestions), the 
Commission projected movements of the main economic variables to the 
year 1980 (with 1955 as base), discussed its projections by sector, gave 
detailed attention to certain industries (agriculture, fisheries, forestry, trans- 
portation, housing), to certain areas (the Atlantic Provinces and the North) 
and to other matters (such as the role of the Government). Unfortunately 
a reviewer cannot discuss the quality of these projections, since most of the 
figures are quoted directly as conclusions from the special studies. (It was, 
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however, clear that the Gross Domestic Product was projected on the usual 
basis of assumed changes in the size and productivity of the labour force, 
and it seemed that employment in secondary industry was based on projec- 
tions of productivity and output—the latter being based on the G.N.P. 
estimate.) 

It is the discussion of policy which is most interesting, yet, disappoint- 
ingly, this reflects not so much rational economic argument as the views 
evidently impressed upon the Commission by interested parties. A major 
topic is Canadian—United States relations, in particular the increasing 
control by Americans of concerns in Canada (already approaching one- 
third of manufacturing output). The Commission believed it would be 
** of benefit to all concerned ”’ if such concerns employed more Canadians 
in key positions, purchased their supplies and equipment in Canada, 
voluntarily disclosed the results of their Canadian operations, included “a 
number of independent Canadians ”’ on the boards of directors and sold an 
appreciable (20-25%) interest in their equity stock to Canadians (and a 
further objective was to raise the gearing ratio). ‘The proposed incentive 
was discriminatory taxation. Ofcourse there are dangers in foreign control, 
but one may regret that Canada, which has benefited so much from a more 
liberal view, should now—largely for emotional reasons—be feeling towards 
a change, the costs of which were not discussed. The Commission also 
thought that competition between American subsidiaries is partly respon- 
sible for more diversified and smaller, less-efficient plants than would exist 
with fewer competitors. They supported a reduction in the number of 
firms ‘‘ which a number of manufacturers . . . would welcome,”’ and 
recommended (p. 249) that the Restrictive Practices Commission should give 
considerable weight to achieving the maximum possible economies of scale, 
and (p. 442) that tariffs should also be adjusted towards thisend. They did 
not, however, suggest how to regulate monopolies to ensure that consumers 
receive any benefits which result (except to mention the power of import 
competition—which conflicts with their later recommendation on tariffs); 
the enormous significance of these proposals evidently escaped them. 

The Commission is least convincing over the tariff question. The con- 
clusion that it would be sensible to hold the tariff line on the average at 
about its present level does not strike the reader as being the result of logical 
reasoning from the economics of the case (which are well stated earlier in 
the report). The arguments against lower tariffs seem particularly weak 
(notably on p. 439, where the discussion is in terms of their complete and 
sudden removal); the greatest weight seems to be placed on the unlikelihood 
of reciprocity from the United States if tariffs were reduced. Although the 
recommendation is for no change in the average level, there is more than 4 
hint (for example in the desire to strengthen anti-dumping measures) that 
the reductions of recent years have really gone too far. 

In spite of these and some other debatable features (for example, the 
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analysis of the control and in particular the causes of inflation), the Report 
contains much to interest and to stimulate the reader, for its story of 
prosperity and enterprise is an exciting one. The main contribution of 
the Commission probably lies in the special studies undertaken on its behalf, 
and in the stimulus it may give to further thought and research. 

Canadian official statistics date from 1926. Dr. Firestone’s contribution, 
in the final volume of the Income and Wealth Series, is to make new estimates 
for the period 1867—1925 on the same basis as the official figures and to link 
his series to them. The estimates cover the usual components of national 
income (including capital consumption) at current and at constant dollars, 
together with much other material, such as population and families, inter- 
national trade and the productivity of labour and capital. 

In 1867, the year in which the Canadian nation was formed by Con- 
federation, the economy was rural, small-scale and based principally on local 
markets; with these new estimates it is now possible to trace more clearly 
than before the emergence of a highly industrialised urban economy market- 
ing nationally and internationally. Rather more than one-half of the book 
is given to an analysis of the long-term changes 1867-1953 and the inter- 
mediate-term changes (in four sub-periods) as revealed by the data. The 
general thesis (which oddly enough is not stated until p. 173 and is not 
referred to again) is that ‘‘ when a nation undergoes an industrial revolution 
the first generation may make more startling progress in terms of the level 
of real incomes and standard of living than subsequent generations because 
real incomes and the standard of living of a predominately agricultural 
society are usually quite low.’’ There are places in this analysis where the 
reader may feel sceptical: Can it be true that the real value of fixed capital 
“per person working ”’ in manufacturing was almost identical in 1910 and 
1950 (p. 230)? Can one really infer from the close correspondence between 
aggregate net and gross values of production over long periods that the same 
would be true in individual industries (p. 220)? And at many points, 
particularly where the capital—-labour and capital-output ratios are men- 
tioned, the reader is left feeling that either more discussion or less would 
have improved the book. 

The sources and methods of obtaining the new estimates are described 
in considerable detail, and they reveal a most thorough grasp of the available 
material. No doubt some of the procedures for deriving the new data could 
be improved, but without knowing the reliability of alternatives it is not 
easy to say which; some areas where further work might be rewarding have 
already been indicated. Nevertheless, the new estimates are a fine achieve- 
ment and provide much additional material to specialists in economic 
development and growth. 

J. B. Heatu 
Manchester University. 
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Business and Politics under James I: Lionel Cranfield as Merchant and Minister. 
By R. H. Tawney. (London: Cambridge University Press, 1958. 
Pp. 324. 40s.) 


Tue reign of James I was not a time for greatness and Lionel Cranfield 
was not a great man. But his career—as merchant, speculator, financier 
and Royal Minister—is full of interest, illuminating as it does the twin 
spheres of business and politics within which he worked. Professor Tawney’s 
study is not a full-length biography but an account that is in part biography 
and in part an account of the context of institutions, thought and custom 
within which Cranfield worked. The book that has thus emerged from 
more than a quarter of a century of research will not compete in popular 
appeal with some of Professor Tawney’s earlier books. Even the serious 
student of the period will not always find it easy going. ‘The construction 
is not always clear, and the rich baroque of the author’s style is not self- 
evidently the best medium in which to expound the prosaic nature of the 
merchant’s craft. For all that, Professor Tawney has constructed, out of the 
rich but intractable material of the Cranfield papers, a fresh chapter of 
seventeenth-century history which no student will henceforth be able to 
neglect and which will probably outlive some of his more popular works. 
He has done for Cranfield what has not been done for any comparable 
figure of the preceding or later period—Gresham or Downing, for example; 
more than that, he has done it not only with learning and felicity but also 
with remarkably sympathetic insight into the man and his times. 

Part I sets out Cranfield’s business as merchant and cloth exporter 
against the background of European trade and contemporary trade practices. 
Chapter II describes with admirable lucidity the rising European economy. 
But whether, as here, he is wielding the large brush for the wide canvas or, 
as in Chapter IV, the fine nib to etch in a footnote of financial detail, 
Tawney is always master of his media. He is alert to the changes of em- 
phasis wrought by recent research and opinion in such matters as state 
intervention in economic affairs. The most recent monographs on taxation 
and finance have been absorbed and made part of the whole. 

Little of Cranfield the man emerges from these early chapters; but in 
Part II he comes to full stature. Professor Tawney is not blind to his 
subject’s faults—the greed, the truculence, the ostentation—that a lesser 
historian might have been inclined to labour. But his generosity of mind— 
for all his anti-capitalist bias—is plainly aroused by the courage and the 
integrity of his subject. James I put his finger on the reasons for his 
unpopularity. ‘‘ All Treasurers, if they do good service to their masters, 
must be generally hated.’”” And Cranfield was a good Treasurer—better 
than his master deserved. He had, said Eliot, his opponent, ‘‘ merited well 
of the King and had done him that service that few had done.”’ He was 
brave and dutiful, but he was an executant, not a politician. One can 
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think of more recent instances where Ministers have been unsuccessful, not 
because they were inefficient, but because they failed to appreciate the 
power of political interests and forces, and the need to placate the feelings 
of politicians. Professor Tawney does splendid justice to the tragic element 
in the story. 

It is customary nowadays to peer into the murky years that preceded 
the Civil War searching for signs and portents. There are few here. If the 
King was hard up it was clearly his own fault, not that of his subjects, 
though there were plenty ready to take advantage of his folly. Did the 
name of King mean (as Professor Tawney suggests) less because of James’s 
squalid habits? Maybe, though to read Clarendon is to be aware of the 
dangers of exaggerating even this. No, Cranfield’s importance is mainly as a 
symbol of a lost opportunity and as the first of the line of royal servants— 
Laud, Strafford, Coventry, Clarendon—whose fate rebukes the ingratitude 
of their masters. 

CHARLES WILSON 
Jesus College, 
Cambridge. 











NOTES AND MEMORANDA 


SOME MARSHALLIAN CONCEPTS ! 


PRoFEssoR MAxweELv’s article in the Economic JouRNAL, December 
1958, taken in conjunction with the companion piece by Professor Hague, 
indicates a welcome revival of interest in Marshallian analysis. If I have 
contributed at all to this by the lecture ? to which they both refer, I shall not 
mind having made some blunders in the process. I do not think I have 
made quite as many as Professor Maxwell thinks; but in any case I should 
like to offer a few disjointed observations on his interesting article, covering 
these and other points. The references, except where otherwise stated, are 
to the pages of the December JouRNAL. 

(1) I do not think it is quite enough to say (691) that the Representative 
Firm is representative in respect of unit costs; one must specify some of the 
attributes representativeness in respect of which makes it representative in 
respect of unit costs. These are, I think, at least four—size, age, com- 
i petence of management and luck. 

(2) I fully agree that even for the hypothetical stationary (but not 
stagnant) state with which Professor Maxwell, following Marshall, starts 
(692), the conception of the Representative Firm is illuminating. I think 
Professor Maxwell’s label of ‘* short-run normal equilibrium ”’ for this state 
is unfortunate, since this phrase is generally used with quite a different 
meaning. 

(3) Professor Maxwell has persuaded me (693, n. 2) that OM in Marshall’s 
diagram on Principles, p. 344, should be read as standing for the output of 
the whole industry. He has not persuaded me that Marshall had any clear 
conception of a U-shaped long-period cost curve for the firm; it seems to 
me clear that on Principles, p. 810, as in the passage on Principles, p. 497, 
to which I referred in my lecture, the equality of marginal and average 
costs has nothing to do with that intersection of U-shaped curves to which 
we have all grown accustomed, but is concerned with an entirely different 
matter, namely the alternative conceptions of costs as respectively excluding, 
or including, rents. 

(4) I agree, and have indeed emphasised, that Marshall never commits 
himself to the completely horizontal individual-firm demand curve of the 
later text-books, and that he specially mentions the possibility of steeply 


1 I would like, without committing them to its terms, to express my thanks to Professor D. C. 
Hague and Mr. R. C. O. Matthews for a number of comments and suggestions helping me to 
improve this note. 

2 Economic Commentaries, No. 1. 
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inclined ones (694). But I think he would have had to agree that in “‘ large 
and open markets”’ in non-depressed times (see Professor Hague, 676) 
such curves, if drawn at all, would have to approximate pretty closely to 
the horizontal. I do not agree (694, n. 1) that such a horizontal curve 
“does not show consumer response.”” Any demand curve can be read 
alternatively as showing the expected effect on price of a small change in 
output or the expected effect on consumption of a small change in price, 
and these individual-firm horizontal curves are no exception. The firm 
thinks that if it raised its price at all it would lose all its customers, while if it 
lowered its price at all it would find that it could sell more than it could 
conceivably produce; and, in many cases at least, if the expectation were 
put to the proof, the event would show that it was perfectly correct. Con- 
sequently, I do not think I was wrong in criticising Frisch for drawing, in 
the general case in which he was not primarily concerned with conditions 
of what he called “‘ restrictive strategy,’’ a demand curve for an individual 
firm, however “‘ representative,’ as steeply inclined as the demand curve 
for the whole industry. (Obviously, I did not criticise him, as Professor 
Maxwell says I did, for drawing a sloping demand curve for the product of 
the whole industry.) 

(5) On 696 Professor Maxwell, and Marshall, take wing from the 
stationary state—it is Marshall’s fault, not his own, that Professor Maxwell 
describes their flight as “‘ statical’’! With all that follows about external 
and ‘‘ external—internal ’’ economies I am in full agreement.!_ But I think 
Professor Maxwell might have considered whether, at any rate in this more 
dynamic and complicated world, the “life cycle’’ element in Marshall’s 
thought, the importance of which he has shown earlier (692 bottom) that he 
appreciates, does not compel the conclusion ? that even the firm which at 
any moment is representative may be “out of equilibrium ”’ and ‘“‘ with 
unexhausted internal economies,” since its vigour or its luck will have passed 
away before there has been time for it to reap the economies which are 
theoretically within its grasp, but which will in fact be reaped by someone 
else. 

(6) From n. 3 on 697 I gather that Professor Maxwell does not disagree 
with me, that, in this expanding world at least, the supply curve of the 
representative firm cannot be presented as a mere replica, with change 
of scale, of that of the whole industry. But that is how, Frisch does present 
it; and, as far as I can see, he can only do so by assuming that the link 
between the two, namely the number of firms, remains constant as total 
output grows. Professor Maxwell says I am nities abott this, but he does 
not show me why! 

(7) On the top of 698, Professor Maxwell has been wronged by the 


1 Cf. my Lectures on Economic Principles, Vol. 1, p. 121. 

2 Which he criticises Mr. Wolfe for reaching (692, n. 1). 

3 See my Commentaries, p. 23, and Lectures, Vol. 1, pp. 121-2. 
No. 274.—VOL. LXIX. 
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printer—I take it that the comma after “‘ increasing ”’ (line 7) should go, 
thus making it plain that after “‘ external ’’ (line 6) the word “‘ economies ” 
should be mentally supplied. But surely increasing costs play their part 
already in producing the equilibrium of the stationary state? And surely, 
in that state, external economies are not non-existent, but only constant? 
See the first sentence of the quotation from Marshall on 692. 

(8) Inthe next paragraph, Professor Maxwell goes a bit beyond Marshall, | 
who contrasts “‘ a single rifle or yard of cloth’’ with “‘ a whole process of 
production,” not with the output of a whole firm. 

(9) I find the final paragraph faintly puzzling. I can think of many 
not wholly complimentary epithets for Marshall’s discussion of decreasing 
cost, but “‘ elementary ’ would not be among them. And that discussion is } 
largely devoted to showing that decreasing cost, even if ‘‘ continued,” does 
not lead to monopoly as often as one might think. But it is surely an ex- 
aggeration to say that even in the Principles Marshall “‘ showed little concern ” 
about monopoly, though he deliberately reserved his main study of it for 
Industry and Trade (Principles, 477). 

D. H. RoBertson 





Trinity College, 
Cambridge. 





A NOTE ON THE TREATMENT OF IMPORT DUTIES IN 
THE MEASUREMENT OF GROSS DOMESTIC PRODUCT 


Mr. J. L. NicHotson, in an article in the Economic JouRNAL,? and in a 
later note,” sustains the thesis that import duties should not be “‘ included ” 
in the total monetary figure representing the value of gross domestic product 
at market prices, although apparently all other indirect taxes (taxes on 
expenditure), including those levied and collected at the retail level, should 
so be included. The later note is a reply to a defence by Mr. H. Burton of 
the traditional procedure of including all indirect taxes (taxes on expendi- 
ture).? In my opinion, Mr. Nicholson does not deal adequately with a basic 
difficulty, namely, that in trying to measure the value of production af 
market prices, if this is to be done by economic sectors there is no satisfactory 
alternative to including indirect taxes in the value of the output of that 


1 J. L. Nicholson, “ National Income at Factor Cost or Market Prices? ”’, Economic JOURNAL, 
Vol. LXV, June 1955, p. 216. 

2 J. L. Nicholson, “ Import Duties and the Gross Domestic Product at Market Prices,” 
Economic JourNAL, Vol. LX VIII, June 1958, p. 393. 

8 H. Burton, “ Expenditure Taxes, Imports and Gross Domestic Product at Market Prices,” 
Economic JouRNAL, Vol. LX VII, December 1957, p. 644. Mr. Burton’s later note (ECONOMIC 
Journat, Vol. LXVIII, September 1958, p. 585) was received after this note was drafted, but 
deals with different aspects of the problem. 
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sector which actually pays the taxes to the Government. Any attempt to 
use a more refined basis gets into the problem of tax incidence, clearly 
a matter for analytic investigation and not to be solved by statistical 
presentation. 

The need for having expenditure totals at market prices (including all 
taxes) for welfare and market analysis is widely recognised. For income 
and productivity analysis, it is conceded by most authorities that a factor 
cost (or factor rewards) measure is preferable. However, in measuring 
production from the expenditure side, for practical purposes the market- 
price concept can only be applied by product (e.g., automobiles, food, 
clothing), while the factor-cost method of measuring income (or production) 
cannot be applied by product, but only by industry or economic sector. 

Some countries do apply the market-price measure to output by indus- 
trial sector in their official statistics. This they do by subtracting from the 
sales of each sector the purchases of that sector from all other sectors, both 
valued at market prices. This is tantamount to including the value of any 
indirect taxes in the gross output of the sector that includes those taxes in 
its gross sales figures (or is deemed by the statistician so to include them 1) 
and actually pays them to the Government. 

If this method were applied in the United States, for example, indirect 
taxes paid by the cigarette industry would be included as part of the output 
(gross domestic product) of manufacturing (the federal excise tax, paid by 
the manufacturer) and of distribution (state taxes, ordinarily paid by the 
wholesale—or retail—distributor). Actually, the incidence of any tax on 
tobacco falls mainly on the fine! consumer, in the sense that if the tax were 
abolished, there would be a substantial reduction in the price of cigarettes. 
In part, however, the incidence falls on the farmer who grows the tobacco, 
the manufacturer and, to some extent, on the wholesaler and retailer who 
distribute either the intermediate or final product. In part—and this is 
important—the incidence may fall on the foreign producer of tobacco 
imported by the domestic manufacturer, since if all tobacco excises were 
abolished, the price of unmanufactured tobacco would undoubtedly rise 
all over the world. 

Once the concept of gross product at market prices has been accepted, 
there seems to be no logical reason for excluding import duties from the 
total any more than for excluding any other indirect tax. Mr. Nicholson 
argues the contrary view, asking: ‘‘ Since imported tobacco is not part of 
the net output of the cigarette-manufacturing industry, how can a customs 
tax on tobacco form part of the gross domestic product of the United 
Kingdom?” The question is not whether an indirect tax is in any real 


1 In the United States retail sales taxes are generally, by law, collected from the customer and 
remitted to the taxing authority by the retailer. The law imposes the tax on the customer. 
Presumably in such cases the retailer does not include these taxes in his own accounts; however, 
the economic effect is obviously the same as if a 2% tax on sales were imposed on the retailer and 
the retailer shifted the tax to the consumer. 
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or final sense a part of the product of any domestic industry (such a tax if 
fully shifted to the ultimate consumer would, in one sense, not be a part 
of the product of any industry, even if all component parts were domestically 
produced), but whether in some logical or useful meaning of the term it is 
part of the gross product of the economy. The most useful meaning of the 
term gross product, it seems to me, is one that will permit adding up com- 
ponent parts and getting a total that equals the sum of all final expenditures 
on domestically produced goods and services whether purchased for use 
within the country or exported. This can be achieved by summing con- 
sumption, investment and exports (at market prices, which include ail 
indirect taxes paid to domestic governmental entities), and deducting the 
value of imports (excluding import duties paid to the domestic government), 
i.¢., purchases from abroad. 

Mr. Nicholson dismisses the alternative (and to me completely logical) 
possibility, that customs duties can be regarded as part of the importers’ 
contribution to gross domestic product. He says: } 


“It has been suggested that customs duties, can, alternatively, be 
regarded as part of the price of importing the goods in question, and 
hence as part of the importer’s contribution to the gross domestic 
product. But the customs duty is paid by, not to, the importer, on 
the goods which he purchases. There can be no case for treating 
part of the input of an industry as part of its net output. There is, in 
short, no reason to treat customs duties differently from other indirect 
taxes.” 


But Mr. Nicholson does want to treat them differently, by excluding them 
from gross domestic product! While there can be no case for treating part 
of the input of an industry as part of its net output, it seems to me that inputs 
can be most usefully regarded as purchases from other businesses or from 
the rest of the world, not including any taxes that may be levied by the 
domestic government on the industry making the purchases. 

One can agree that if an indirect tax has been paid by the seller, and is 
therefore part of the purchase price, it is not ordinarily included in the 
purchasing sector’s gross or net product, but is deducted along with other 
intermediate purchases. However, if internal excise taxes paid by the 
cigarette manufacturer are not to be regarded as “‘ part of the price of 
purchasing the goods in question,” i.e., the tobacco, why should customs 
duties paid by importers be considered as part of the cost of their purchases 
from foreigners? Suppose there is an excise tax on raw copper, and part 
of the transforming industry’s supply is imported and part is purchased from 
domestic mines. Should not the whole excise tax be included in gross 
domestic product? And as part of the product of the transforming industry? 
And if the tax is a customs duty, and levied on imports only, and even only 


1 Economic JournaL, Vol. LXV, June 1955, p. 223. 
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on imports of completely finished goods, is it any less a tax on the industry 
(including the distribution industry, which Mr. Nicholson says “is, 
of course, assumed to be part of the production process”) which uses 
(distributes) the imported goods? 

The illogical nature of Mr. Nicholson’s treatment may be illustrated by 
a reversal of one of the arguments he uses to support it. He suggests ! that, if 
import duties are included in gross domestic product, the latter will rise 
(fall) if “‘ we import more (less) of the goods that attract customs duties.” 
(By the way, this would be true only under special assumptions; actually 
if there were no change in incomes, either the higher tariffs would have to 
be absorbed—presumably by reducing profits—along the way, with no 
resulting rise in gross product, or the total volume of real expenditures 
reduced.) I presume he would also object to the fact that raising tariff 
rates on existing imports would also have the effect of increasing domestic 
product. But suppose that a customs duty were raised or imposed, and 
that the full effect fell on the foreign exporter, who made an exactly equiva- 
lent reduction in his price. The effect of this reduction in price would be to 
enable the importing economy to obtain a larger amount of foreign goods 
in exchange for its exports; surely this ability ought to be reflected in an 
enhanced value of gross domestic product. This statistical result will be 
achieved only by not including customs duties in the value of imports in the 
equation ‘‘ Gross domestic product equals consumption plus investment plus 
exports minus imports ” with all terms expressed at market prices paid by 
the purchasers to the sellers, i.e., by including customs duties among the items 
that constitute the difference between domestic (or national) income at 
factor cost and domestic (or national) product at market prices. 

And even if the full effect of the tariff increase were passed along to the 
final consumer, and the foreign exporter received the same amount of money 
as before, is it not clear that somebody’s “‘ gross domestic product at market 
prices” has risen? And is it not more logical, or at least more useful, to 
conceive of the product as having risen in the importing country, whose 
consumers are willing to pay a higher market price than before for their 
consumption, than in the producing country, which is not receiving a higher 
price for that part of its gross product sold to foreigners? 

Rosert L. SAMMONS 

Washington, D.C. 


? Economic Journat, Vol. LXV, June 1955, p. 223. 
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IMPORT DUTIES AND THE GROSS DOMESTIC PRODUCT 
AT MARKET PRICES—A REPLY 


Mr. Sammons’ criticisms of the method of dealing with import duties in 
the National Income Blue Books are on very similar lines to the criticisms 
previously advanced by Mr. Burton, to which a reply has already been 
given.2 He, too, relies on assertions unsupported by reasons. He does, 
however, introduce a new aspect when he writes “ there is no satisfactory 
alternative to including indirect taxes in the value of the output of that 
sector which actually pays the taxes to the Government. Any attempt to 
use a more refined basis gets into the problem of tax incidence, clearly a 
matter for analytic investigation and not to be solved by statistical pre- 
sentation.” He does not explain why this aspect should affect one method 
and not the other, or how one method can be considered ‘“‘ more refined ” 
than the other. The incidence of the tax burden in fact plays no part in 
my argument. Curiously enough, it is Mr. Sammons who, by concentrat- 
ing on this aspect, lands himself in difficulties. He explains, as is well 
known, that the incidence of an indirect tax can be hypothetically appor- 
tioned between the producer and consumer (the analysis depending on the 
shapes of the supply and demand curves) and then says, “‘ The question is 
not whether an indirect tax is in any real or final sense a part of the product 
of any domestic industry . . ., but whether in some logical or useful mean- 
ing of the term it is part of the gross product of the economy.” An indirect 
tax which forms part of the gross product of the economy must, however, 
also form part of the product of a domestic industry (in the same, not in 
any more real or final sense which no one is invoking). Mr. Sammons 
indeed admits this when he writes, ‘“‘ The most useful meaning of the term 
gross product, it seems to me, is one that will permit adding up component 
parts and getting a total that equals the sum of all final expenditures on 
domestically produced goods and services whether purchased for use 
within the country of exported.”’ It is just because customs duties are not 
part of final expenditure on domestically produced goods and services that 
they are excluded from the domestic product. His mere assertion, in the 
next sentence, that customs duties are part of the domestic product does 
not make them so—and contradicts his previous remark. 

Mr. Sammons and Mr. Burton both insist that customs duties should 
be treated in the same way as other indirect taxes. As Mr. Burton puts it, 
** Since the incidence is the same, the treatment of them should be the 
same.” In the official estimates, customs duties are included in the value 
of imports at market prices and are, therefore, treated in the same way as 
other indirect taxes. The effects on estimates of the domestic product are 


1 Economic JouRNAL, December 1957, p. 644. 
2 Ibid., June 1958, p. 393. 
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different; but the incidence of a duty on wine imported from France is 
not the same as that of a purchase-tax on motor-cars produced in Coventry. 
Mr. Sammons’ contention that, since the same treatment has different 
effects, the treatments are therefore different is not to be taken seriously. 


. When Mr. Sammons urges that a customs duty on imports is a tax on 
a | the industry which uses or distributes the imported goods, he is invoking 
" the argument based on tax incidence which he himself says is irrelevant. 
iy Of course industries may suffer or benefit from excise duties; but no one 
od > would for this reason wish to alter the value of their output. Neither 
vo Mr. Sammons nor Mr. Burton considers the case of customs duties on goods 
: (e.g., watches, silk, tobacco) brought into the country by the final, private 
ma consumer. ‘To what domestic industry can such taxes be attributed ? 

d Mr. Sammons attempts to refute one of my arguments—that, unless 
ss customs duties are included in the value of imports, the domestic product 
in would rise (fall) whenever we import more (less) of the goods that attract 
me customs duties—by reversing it. He says, first, that this is not necessarily 
el] | true because, if there were no corresponding change in incomes, either the 
i | higher tariffs would have to be absorbed by reductions in profits or expendi- 
“al | ture in real terms would be reduced. He forgets that any increase or 
‘ig reduction in expenditure from the change in the duty would cause the 
on income of the government to rise or fall by the same amount. ** Suppose,” 
se he goes on to say, “ that a customs duty were raised or imposed, and that 
nea the full effect fell on the foreign exporter, who made an exactly equivalent 
si reduction in his price ” (a most unlikely event). He argues that, because 
in this reduction in price enables more imports to be obtained, it ought to be 
| reflected in an enhanced value of the gross domestic product. He is here 
im ) saying in effect that any rise or fail in the prices of imports should be 
ee deducted from or added to the gross domestic product, valued at current 
pet prices. To what strange lengths is he driven! Changes in the prices of 
ia imports cannot affect the value of the domestic product at current prices. 
wn Nor do they affect the value of the domestic product itself at constant 


het prices. But, ifit is desired to measure the income-equivalent of the domestic 
product, adjustments can, of course, be made specifically to allow for changes 


a in the terms of trade. 

Finally, he argues that, since consumers in the importing country are 
uld willing to pay the customs duties, the duties should form part of the domestic 
sit product of the importing country, rather than of the producing country. 
re What about goods on which the excise duty in the exporting country is as 
ies high as the customs duty in the importing country? (Not an unlikely 
vs case, whisky being an example.) As consumers in both countries are willing 
poe to pay about the same, this criterion does not help. But since his argu- 


ment could equally be applied to the non-tax component of the value of 
imports, its logical conclusion is that the domestic product should include 
all imports and exclude all exports. The term product would then lose 
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its meaning. Mr. Sammons has, I think, failed to notice that international 
consistency is achieved by the method suggested in my previous note 
(Economic JOURNAL, June 1958, footnote on p. 396). 

Meanwhile Mr. Burton } has withdrawn one of his earlier criticisms and 
now admits that the internal inconsistencies resulted from his combining 
two different systems. But he blames his mistake on WVational Income 
Statistics—Sources and Methods for not including an explicit statement of the 
rule followed in the Blue Book. Page 347 of Sources and Methods includes 
the following sentence: ‘‘ The view taken is that the market prices of 
imports, as of other goods, must include any customs and excise duties which 
they attract, since it is the price including duty which the purchaser has to 
pay, and which therefore affects substitution at the margin between different 
commodities, whether home-produced or imported.” A footnote refers to 
my article in the Economic JourNaAL for a fuller explanation. Since this 
explicit statement and the article referred to were quoted by Mr. Burton, 
he cannot have overlooked them. 

The only other reference to the subject in Sources and Methods is the general 
comment in the opening chapter that estimates of the national product at 
market prices, though not given in the Blue Book, can be obtained from the 
material which is provided. As this statement does not specify which 
taxes should be included, it cannot be construed as laying down how such 
estimates should be compiled. Estimates of the national product at 
market prices, which Mr. Burton seems to have some difficulty in calculat- 
ing, are included in Table 11 of the 1958 Blue Book. 

It is the prices including duties which affect economic decisions to 
import more or less of a given commodity. The fact that import duties 
are not paid to overseas suppliers does not directly influence these decisions. 
The exclusion of such duties from the income of others is not a sufficient 
reason for including them in the output of home producers. 

Mr. Burton draws attention to the fact that a country’s total domestic 
expenditure will now tend to exceed its national product and national 
income without mentioning that, in my previous note, I suggested a line of 
argument which would produce definitions which were consistent within 
and between different countries—viz., to treat import duties as part of the 
gross domestic products at market prices of foreign countries which is 
appropriated from them, so forming part of the national income but not 
part of the national product of the importing country. This is a perfectly 
tenable argument, and national expenditure would not tend to exceed 
national income thus defined. But to include import duties in the national 
product with the object of preserving the balance with income and ex- 


penditure is to let appearances dictate the method. 
J. L. NicHoLson 
Central Statistical Office. 


1 Economic JOURNAL, September 1958, p. 585. 
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REJOINDER ON JAMAICAN LAND VALUATION AND 
LAND TAXATION 


Mr. D. F. Murray makes two groups of points in his “‘ Further Note on 
Finance and Taxation in Jamaica”.!_ He makes assertions about the upshot 
of the current process of revaluation. Personal inquiries during October 
1958 of both officials concerned with general government policy and those 
concerned with valuation failed to find evidence to warrant those assertions. 
Re-valuation began in the summer of 1957. The parish of St. Catherine 
was selected. It took exactly twelve months to complete that parish. 
Valuers then moved to the parish of St. Ann. Valuations have now reached 
a peak of 8,000 per month. Providing valuations averaged that peak level 
month by month, the whole island would be completed in another three 
years. Meantime no report has been issued and no valuations divulged. 
The extremely slow progress hitherto—the parish of St. Catherine covers 
about one-tenth of the total area of Jamaica—is attributable to lack of 
adequate maps, difficulties in tracing ownership, periods of unusually heavy 
rain and the employment of a staff which, with the sole exception of the 
Commissioner for Valuations himself, was without experience in this kind of 
work. A possible offsetting advantage of the delay is that market data are 
becoming available all the time, and revisions of assessments can con- 
sequently be made before valuation rolls are issued. This should help to 
minimise the extent to which valuations are appealed against as inap- 
propriate when they are issued. Even if the valuation roll for St. Catherine 
were available for inspection, Mr. Murray’s assertions would still not be 
warranted. It would still not be possible to argue “the general appro- 
priateness of unimproved value as the basis of taxation and rating ” because 
the nature of the land tax is still unknown. It has still to be decided. Nor 
would it be possible to contend that “ sales analyses made during the pro- 
gress of the current revaluation of Jamaica have revealed that the prices paid 
for sites for hotels and luxury homes ensure that their unimproved values will 
constitute an equitable basis for taxation and rating.” For, with rare 
exceptions, such luxury buildings are to be found along parts of the North 
Coast. St. Catherine was selected because it did not stretch to the North 
Coast and was mainly rural and was consequently relatively uncomplicated 
compared with some other parishes. Valuers have not yet reached the hotel 
areas. All that might rightly be asserted at present is that hotel land at 
perhaps £4,000 per acre and land for luxury homes at anything up to 
£16,000 per acre will undoubtedly head the list for each parish and, pro- 
viding the proportions are right between these and other valuations, there is 
the possibility of equity as between landowners. Whether the owners of 
luxury buildings will pay in addition to the land tax a rate for local services 


1 Economic JouRNAL, December 1958, p. 835. 








[JUNE 





392 THE ECONOMIC JOURNAL 


—as proposed by Dr. Murray—is still not decided. Whether they do or 
not clearly greatly affects the claim of equity made by Mr. Murray. 

This brings us to the second group of points. Mr. Murray repeats, 
largely verbatim, both the critique of the proposals of Professor and Mrs, 
Hicks for land taxation and also the case for unimproved land value taxation 
that is to be found in Dr. J. F. N. Murray’s Report to the Government of Jamaica 
on Valuation, Land Taxation and Rating. ‘There has been no question of the 
need for a revaluation on some basis, for present valuations may be related 
back to the re-valuation of 1937 when apparently the 1929 values were 
simply transferred to the 1937 list unless there had in the meantime been 
re-appraisals resulting from change of ownership. The current re-valua- 
tion has apparently already shown the considerable extent to which re- 
assessments have been avoided in the past by the simple procedure of omit- 
ting to register property transfers. At the time that Professor and Mrs. Hicks 
visited Jamaica the alternatives that were apparently open if there was to be 
any reform in valuation procedure were: (a) a continuance of the full 
capital value system; (b) the site value rating favoured by Mr. Norman 
Manley and his friends, who were then in opposition and later formed the 
Government; and (c) any alternative which would as far as possible get the 
best of both bases. Professor and Mrs. Hicks recommended that the basis 
of valuation should be the full value, as determined by comparison with 
actual selling values, i.e., it should be an improved-value basis; but in 
order to meet the case which had been advanced by supporters of Un- 
improved Value Rating, a temporary deduction from the full value should 
be allowed for certain improvements, based on the value of the improve- 
ments. The Hicks plan was put forward as a means whereby some of the 
economic advantages of de-rating buildings could be achieved without 
upsetting the equitable necessity for a contribution by the owners of large 
buildings to local services. Dr. Murray recommended—and Mr. Manley’s 
Government accepted—that there should be a general land tax throughout 
the island, at a progressive rate, based upon unimproved value but to ensure 
that properties where the value of improvements greatly outweighed the 
land value were not virtually de-rated there should also be a special rate, 
either upon the basis of capital value or upon the excess value of improve- 
ments. The Murray plan is thus also a compromise which, if consistently 
applied, would achieve very similar economic ends to those that Professor 
and Mrs. Hicks had in mind. It was not proposed by them because it 
seemed to lay an unnecessary burden on the valuers who were not used to 
anything so complicated. The slow progress so far seems to have justified 
that fear, particularly when it is realised that St. Catherine was selected to 
begin the island-wide re-valuation because it was known to be a relatively 
uncomplicated parish. When valuers enter the corporate area of Kingston 
and St. Andrew or the North Coast resorts they will meet the full complexi- 
ties of unimproved land valuation. In rural areas—the parish of St. 
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Catharine is mainly rural—“ improvements ” are necessarily less important 
than they are in urban areas. Land can be classified according to soil type 
and location without much difficulty, while in country parts local “ services ” 
are either nil or negligible. But in the few urban areas the position is quite 
different: the ratio of so-called “‘ improvements ” to unimproved value is 
high while local services are expensive to operate. 

The question arises whether it was really necessary to embark on un- 
improved land valuation to obtain the advantages that are claimed. Dr. 
Murray agrees in his Report (p. 15, para. 107) that “‘ capital values would be 
required for purposes of estate duty and in connection with acquisitions ” 
as well as for the extra “‘ services ’’ rate that he proposes. This calculation 
would suffice for the Hicks plan. Dr. Murray says in the same paragraph 
that “‘ the determination of the two sets of values is almost invariably a 
normal part of valuation procedure, and so there would be little additional 
work in ascertaining capital as well as unimproved values.” But, on his 
own showing, capital values are required anyway, and unimproved values 
must therefore be the addition. Nor is it a trifling addition; it is an ex- 
extremely tricky one to come by. The basis of unimproved land valuation 
is the value of vacant sites. In Kingston these are few and far between. So 
valuation will have to depend on deducing site values from remote rather 
than close evidence. In order, for example, to value the land on which the 
Myrtle Bank Hotel stands it would be necessary to think of the value of the 
site to a shipping company or an importer as it has a sea-frontage. How 
accurately can this be done? Furthermore, if a shipping company or im- 
porter bought the hotel in order to make different use of tie site, they would 
necessarily be penalised. For Dr. Murray puts forward a rule for calculat- 
ing unimproved value which does not take into account the possibility that a 
site with so-called “‘ improvements ” might be purchased in order to build 
something different on the site. Dr. Murray says in his Report (p. 28) that 
“the unimproved value shall in no case be less than the sum that would be 
obtained by deducting the value of improvements from the improved 
value.” But this rule is valid only where the so-called “ improvements ” 
are intended to be used. If, as is not infrequently the case in the business 
quarter of Kingston, a site is bought in order to erect a new building the site 
value is in excess of the total value including “‘ improvements” by the cost 
of clearing the site.1_ The complexity of the problem is clear. The need to 
tackle it is far from clear. 

Three main arguments have been put forward by the Government of 
Jamaica for Dr. Murray’s plan. In the first place it is argued that un- 
improved land valuation will provide an incentive to peasant agriculturalists 
to improve their holdings. Certainly improvements in peasant agriculture 


1 For this reason it would not be possible to use the method employed by Dr. H. W. Singer for 
estimating urban land rents. See ‘‘ An Index of Urban Land Rents and House Rents in England 
and Wales, 1845-1913,” Econometrica, Vol. 9, 1941, pp. 221-30. 
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in Jamaica are sorely needed and it is possible that unimproved land valua- 
tion might have some influence on some peasants even though it does not 
touch the roots of the problem. But on the Hicks plan it was possible to 
exempt small-holders from land tax. The complications of unimproved 
land valuation did not have to be faced in order to encourage the peasant. 
Secondly, unimproved land valuation is claimed to be the way to stop 
speculation inland. Again, unimproved land valuation seems unnecessarily 
complicated. A simpler alternative would have been a capital-value tax 
which would tax land on the basis of the selling value of strictly comparable 
plots and so take “‘ community-created’” appreciation into account. But 
it is the third argument that is crucial to the case for unimproved land 
valuation: its effect on the inducement to building development. Un- 
improved land valuation provides a general and permanent incentive to 
such development, while Professor and Mrs. Hicks suggested a selective and 
temporary incentive. ‘The question arises whether in a poor country with 
meagre capital resources and low taxable capacity there should not be some 
order of priority when tax concessions are involved. This general point 
is borne out by experience in parts of East Africa, where unimproved land 
valuation is also popular at present. Thus in Dar-es-Salaam the derating 
of improvements gave a handsome present to luxury flats, hotels and banks 
and stimulated the construction of a whole lot more, so seriously hindering 
the Government’s efforts to build very badly needed working-class houses. 

These disadvantages can still be largely avoided. For the effect of the 
Murray plan will depend largely on the rate of the island land tax. De- 
rating necessarily benefits the richer landowners with a high ratio of im- 
provements against the poorer. Fixing a high level of land tax will hit both, 
but hit the poorer more because he has benefited less from derating. So 
from the point of view of incidence a low level of taxation is to be preferred 
to a higher rate. In order to obtain more revenue from property and to 
charge those enjoying local services for them, parishes should at the same 
time be encouraged to raise their rates (based on capital values). If this 
were done—low land tax and high parochial rates—no great harm would 
be done by the Government’s doctrinaire attachment to unimproved values. 
Apart from the extra cost and pother of determining unimproved values, 
much the same economic ends would be gained as if the Hicks plan had been 
adopted. 

D. J. Morcan 
The University College 
of the West Indies. 


1 I have already urged this arrangement on the Government of Jamaica. See my article 
“The Case for Low Land Taxation,” The Daily Gleaner (Kingston, Jamaica, W.I.), January 20, 
1958. 
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MR. LANCASTER’S WELFARE DEFINITIONS—A COMMENT 


Tuis note indicates in what respects Mr. Lancaster’s welfare definitions 
are unsatisfactory and suggests definitions more appropriate to his declared 
purpose of constructing welfare theorems without the apparatus of in- 
difference curves. 

1. According to Mr. Lancaster, if the individual is offered his previous 
selection of goods and, in addition, at least one combination of goods not 
hitherto available, his welfare has unambiguously increased. This definition 
is unsatisfactory in all those cases where in fact he proceeds to reject the 
additional alternative(s) in favour of his previous selection of goods. Such 
behaviour warrants the inference that his welfare has remained unchanged. 

Moreover, Mr. Lancaster’s definition is not of a piece with his later argu- 
ment (p. 466) explaining the nature of “‘ expanded choice,” in which he 
proposes that the loss of an area of choice which includes only previously 
rejected points does not make the individual worse off. In consequence, 
it is readily demonstrable that if we abide by his definition we can be led 
into self-contradictory statements. 

2. The pursuit of this definition seems to have imposed unnecessary 
limitations on what might be legitimately inferred from a comparison of two 
situations. (i) In regard to a change which removes some of the choices 
previously available, but not the one actually taken, and adds no new choices, 
Mr. Lancaster says (p. 465): ‘‘ We shall not make welfare judgments. . . 
although it would be possible to consider . . . welfare unchanged if one 
wished.’’ But according to his later reasoning on expanded choice (p. 466) 
we have no option but to consider welfare unchanged. For his proposition 
that “‘ no effective loss ’’ arises from the removal of already rejected alterna- 
tives, if it means anything at all, means that the individual’s welfare is 
unchanged. 

(ii) As for the case in which the chosen combination of goods is removed 
but the individual is given, instead, alternatives not previously available, 
regard to consistency in choice may enable us to say something notwith- 
standing Mr. Lancaster’s proposal that in the circumstances nothing may be 
said. For we may observe that the individual, on being subjected to this 
experiment, chooses none of the newly available alternatives; which is to 
say that, instead, he chooses a combination of goods he had previously 
rejected. In the event of such behaviour the clear inference is that the in- 
dividual is now worse off as a result of the change. 

3. The above criticisms prompt consideration of more discriminating 
definitions of welfare changes. I suggest the following should replace those 
advanced by Mr. Lancaster: 


(a) An individual’s welfare has increased unambiguously from I to 
II if, though the goods chosen in the I situation are still available to him 
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in the II situation, he chooses a combination from the new alternatives, 
hitherto unavailable to him. 

(6) An individual’s welfare has diminished unambiguously if, in 
moving from I to II, he chooses a combination of goods which he | 
rejected in I. 

(c) The individual’s welfare remains unchanged if already rejected 
alternatives are removed, or alternatives which are added to his choice | 
become rejected. 


These definitions are consistent with Mr. Lancaster’s main demonstra- 
tion and are sufficiently comprehensive to enable us, where possible, to 


make welfare propositions in cases (i) and (ii) above. 
E. J. MisHAN 


London School of Economics. 


A PYRRHIC VICTORY 


Footnote 1 p. 701 of Economic Journal should read :— 
(2) M, = T, + Mi, = Y, + Mi(r,) 


aM aM dMi 
(2a) SR AR, + An = %— N14! a An 


Footnote | p. 703, line 9 
M,=1,[(C(Y) + 1(7)] 


H. NEIsSER 
New York. 
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At the time of going to press it is uncertain whether a stoppage may 
occur in the printing industry before the final publication of this issue. 
The Editors wish to apologise in advance if in the event the distribution 
of the JouRNAL proves to be somewhat delayed. 


Tue Annual Meeting of the Royal Economic Society will be held at the 
London School of Economics on Thursday, July 9 at 5 p.m. After formal 
business, Sir Robert Hall will address the Society on ‘‘ Reflections on the 
Practical Application of Economics.” 
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WE regret to report that Professor A. C. Pigou, who succeeded Alfred 
Marshall in the Chair of Political Economy at Cambridge University in 
1908 and held it until 1943, died in Cambridge on March 7. We shall hope 
to publish an Obituary Note in a subsequent issue. 





Tue British Association for the Advancement of Science will meet this 
year at York, September 2-September 9. The following are some of the 
papers which will be presented to the Economics Section (F) on that 
occasion: Prefessor J. Jewkes, Presidential Address, ‘‘ How Much Science?” 
Professor S. R. Dennison and Professor A. Beacham, ‘‘ The Restrictive 
Practices Court in Action.” Mr. R. L. Sich, Registrar of Restrictive 
Trading Agreements, “‘ Restrictive Trading Agreements.” Professor B. R. 
Williams, ‘‘ Conditions of Effective Competition.”’ Sir Reginald Wilson, 
British Transport Commission, Dr. G. Charlesworth, D.S.I.R., and Mr. 
G. J. Ponsonby, London School of Economics, ‘‘ Aspects of Transport 
Economics.”” A. A. Shenfield, Economic Director, Federation of British 
Industries, ‘‘ The Theory of Social Balance.” Professor T. Wilson, “ The 
Affluent Society.” Inquiries regarding accommodation and other arrange- 
ments for the meeting should be addressed to the British Association for the 
Advancement of Science, 18 Adam Street, Adelphi, London, W.C.2. 
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Coke-smelting Process: M. W. Finn. Methodological Prescriptions in Economics: K. Kuapp- 
HOLz and J. AGasst. 


Oxford Economic Papers 


Vo. 11, No. 1, FEsruary 1959. An Approach to the Short-period Analysis of Primary-producing 
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W. M. CLarKE. 


The Three Banks Review 


No. 41, Marcu 1959. Anglo-German Export Competition: F. Brecuiinc. Cotton Futures 
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Planning 
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Vout. III, No. 3, DEcemBEer 1958. The Value of the Ottawa Agreement between the Union of 
South Africa and the United Kingdom Reconsidered: G. Marais. A General Survey of the In- 
fluence of Location Factors upon Decentralised Industrial Development in the Union of South Africa: 
P. S. RauTensacu. The Price of Gold and the South African Economy: M.D. Marats. 


The Indian Economic Journal 


Vo. VI, No. 2, Ocroser 1958. The Estate Duty in India: R. BALAKRISHNA. Capital 
Markets and the Industrialization of Underdeveloped Countries: G. Rosen. The Social Survey: 
Its Role and Development with Special Reference to India: M.H.Gopar. Future of the Capital 
Gains Tax: M.S. Ramesu. Recent Co-operative Banking Development in Asia: K. V. Sri Ram. 


The Asian Economic Review 


Vot. I, No. 1, NovemBer 1958. This is the first issue of the new quarterly journal of the 
Indian Institute of Economics, Hyderabad. Role of the Merchant Navy of Independent 
India: M. A. Master. Problems of Research in Social Sciences with particular Reference to De- 
veloping Economies: M.H. Gora. Input-output Analysis: N.S. R. Sastry. Economics of 
Quality Control in Industry: S. K. EKAMBARAM. The Reserve System of the Reserve Bank of 
India: P. C. THomas. What is Wrong with the Second Indian Plan?: S. Kesava IYENGAR. 
The Role of Statistical Research in Economic Problems: S. R. IyENGAR. The Reform of Land 
Tenures in the Zamindari Regions of Madras State since Independence: A. RAMASWaAMI. The 
Indian Working Force and the American Labour Force: A Broad Analysis: V. ANANTARAMAN. 
Planning with Unbalanced Growth and India’s Second Five Year Plan: A. K. CHAUDHURI. 


Population Review 
Vot. 3, No. 1, JANuARY 1959. Indian Economic Planning: G. Myrpat. Urbanism at Mid- 
century: N. P. Gist. Administrative Implementation of Family Planning Policy: R. A. 
GopaLaswami. Family Planning in an Indian Village: Motivations and Methods: S. 
CHANDRASEKHAR. Population Growth and Foreign Aid: D. L. Spencer. Population 
Growth and Food Supply in India: S. CHANDRASEKHAR. 


The Economic Papers (Patna University) 


Vot. III, No. 1, Aprit 1958. Indian Budgetary Position (1939-59): B. R. Misra. Freedom 
and Planning: H. H. Bernt. Profits in Sugar Industry in India: J. PRasap. 


Arthaniti 


Vor. II, No. 1, November 1958. On the Marxian Notion of Value: Ajrr K. Biswas. Some 
General Reflections on the Place of Small-scale Enterprise in Industrial Development: AMLAN 











Vir 


la- 


he 


nic 
eat 


fid- 
A 


tion 
dom 


ome 
LAN 











1959] RECENT PERIODICALS AND NEW BOOKS 405 


Datta. Selective Credit Control: The Indian Experiment: S. N. Sen. The Strong Ordering 
Relation and the Slutsky Theorem: A. MUKHERJEE. Economic Development and Labour Engaged 
in Food Production: A. K. BaGcui. 


Sankhya 
Vox. 20, Parts 1 AND 2, 1958. On Moments and Cumulants of Systems of Statistics: G. S. 
James. A Comparison of Serological and Somatometrical Methods Used in Differentiating between 
Certain East African Racial Groups, with Special Reference to D? Analysis: D. A. East and L. 
OscHinsky. Science and National Planning: P. C. MAHALANOBIS. 


Tata Quarterly 


VoL. XIII, No. 4, Ocroper 1958. Terms of Trade as a Factor of Economic Development. 
Economic and Financial Review July-September 1958. 

Voi. VIV, No. 1, January 1959. The Reserve Bank’s Monetary Operations. Economic and 
Financial Review, October—December 1958. 


The Ceylon Economist 


Vo. 4, No. 3, DECEMBER 1958. Some Sociological Problems of Colonization on a Peasant Frame- 
work: S.J. Tampran. The Principles of Minimum Wage Fixation: N. SANMUGATHASAN. 
The Loganathan Plan: K. Wanastncua; Reply: C. LOGANATHAN. Agricultural Develop- 
ment in People’s China. Insurance in Ceylon and Nationalisation: B. HEWAVITHARANA. 


Pakistan Economic Journal 


Vot. VIII, No. 3, SEPTEMBER 1958. Notes on the Theory of Optimum Trade Restrictions: 
H. G. Jounson. Pakistan and Free Trade Area among Bagdad Pact Countries: Nurut Isuam. 
On the Problems of Identification and Estimation in Macro-economic Model-building: WAHIDUL 
Hague. Problem of Credit-worthiness in the Organisation of Rural Finance in Pakistan: A. 
Aziz Kuan. Food Problem: Its Impact on East Pakistan Economy: A. S. M. Muntupp1n 
AuMAD. Rural Economic Condition in an East Pakistan District: M. Hasisuttau. A Note 
on the Level of Living of the Rural People in East Pakistan: A. H. M. MAHFUzUR RAHMAN, 


Statistical and Economic Review (The United Africa Company) 
No. 22, JANUARY 1959. Aspects of Technical and Vocational Training in West and East Africa. 


The National and Grindlays Review 


Vor. 5, No. 1, January 1959. Primary Producers and the Common Market: Asian and African 
Fears of Discrimination. The Working of America’s Public Law 480: Solving the Problems of 
Abundance: B. MortTIMER. 


The Irish Banking Review 


DecemBerR 1958. Favourable Aspects of the Irish Economy. The Banks and Exports. Third 
Report of Capital Investment Advisory Committee. 

Marcu 1959. The Programme for Economic Expansion and Economic Development. World 
Monetary Liquidity: Sir R. Harrop. 


International Labour Review 


Vor. LXXIX, No. 1, JanuaRY 1959. Some Aspects of Wage Policy in the Planned Economies of 
Eastern Europe. Settlement of Nomadic and Semi-nomadic Tribal Groups in the Middle East: 
M. Awap. The German Trade Union Movement: F. Lepinsxt. The Development of the Local 
Economy in Greece: S. AGAPITIDES. 

Vot. LXXIX, No. 2, Fesruary 1959. Voluntary Absence from Work: H. BeHREND. Em- 
ployment Relationships under the Yugoslav System of Management by the Workers: M. Markovic. 
Organisation of Workers’ Education in the Soviet Union: L. Kostin. 

Vor. LXXIX, No. 3, Marcu 1959. The Social and Economic Structure of the Indian Com- 
munities of the Adean Region: A. MtéTrRaux. Hospital Insurance in Canada: S. M. GELBER. 
The Evolution of Labour Legislation and Administration in Iran. 

Vor. LXXIX, No. 4, Aprit 1959. The Ahmedabad Experiment in Labour-Management Rela- 
tions: I. The Enforcement of Statutory Minimum Wages in Great Britain: E. HAwTREy. 
Manpower Problems in Brazil: E. FiscHtow1tz. 
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International Monetary Fund Staff Papers 


Vou. VI, No. 3, NovemBer 1958. Wage—Price Links in a Prolonged Inflation: E. M. Bern- 
STEIN. Non-bank Financial Intermediaries, Credit Expansion and Monetary Policy: R. S. 
Tuorn. The Growth of Financial Intermediaries as a Factor in the Effectiveness of Monetary 
Policy: E. A. Birnspaum. Financial Policies and Credit Control Techniques in Central America: 
E. Laso. The Fund Agreement in the Courts: V.J.Goup. The International Monetary Fund, 
1955-1958: A Selected Bibliography: M. L. Lorrvs. 


International Financial Statistics 


Vout. XII, No. 1, JANUARY 1959. Usual statistical material. 

Voi. XII, No. 2, Fesruary 1959. Revised pages for United States. New pages for 
Ghana. 

Vout. XII, No. 3, Marcu 1959. Usual statistical material. 


United Nations Economic Bulletin for Europe 


Vor. 10, No. 3, 1958. Current Economic Developments in Europe. Economic Planning and 
Management in Yugoslavia. 


Econometrica 


Vot. 26, No. 4, OcroBeR 1958. International Comparisons of the Structure of Production: H. B. 
CuENERY and T. WATANABE. On the Stability of the Competitive Equilibrium: I: K. J. 
Arrow and L. Hurwicz. The Estimation of Distributed Lags: L. R. Krein. Simultaneous 
Equation Bias in the Context of the Cobb-Douglas Production Function: 1. Hocu. 


Public Finance 
Vou. XIII, No. 4, 1958. Fiscal Policy as an Instrument of Mixed Statecraft: K. K. KurtHara. 
Central and Local Taxes on Africans in Uganda: W. Evxan. Taxation Policy: R. N. Buar- 
GAvA. On Reform of the American Capital Gains Tax: M. Gorrites. The Supply and 
Utilization of Capital Funds in the Israel Economy, 1948-1954: S. RrEMER. 


Kyklos 
Vot. XII, No. 1, 1959. Trends in World Trade: R. Nurxse. Der Gebrauchswert bei Karl 
Marx: Eine Kritik der bisherigen Marx-Interpretation: R. Rospoisky. The “ Classical 
Situation ’’ in Political Economy: W. Starx. Public Finance Revisited: H. C. HittMann. 
Freizeitverwendung in Holland: H. Scuersxy. L/utilité de la distinction marshallienne entre la 
courte et la longue période: P. DrETERLEN and L. PHutps. 


The American Economic Review 


VoL. XLIX, No. 1, Marcu 1959. Institutional Factors in Economic Thinking: G. W. 
Strockinc. Effects of a Devaluation: S.S. ALEXANDER. Distribution of Personal Income and 
Wealth: H. Lypatu and J. B. Lansinc. Union Wage Policy in Heavy Construction: D. E. 
CULLEN. 


The Annals of the American Academy of Political and Social Science 


Vot. 321, JANUARY 1959. Contemporary China and the Chinese. 
Vot. 322, MARcH 1959. Prevention of Juvenile Delinquency. 


The Quarterly Journal of Economics 


Voi. LXXIII, No. 1, Fesruary 1959. A Modern Treatment of the Ricardian Economy: I: 
The Pricing of Goods and of Labor and Land Services: P. A. SAMUELSON. The Effects of Recent 
Long-term Wage Agreements on General Wage Level Movements, 1950-57: B. SorFerR. The 
Theory of Investment and Production: V. L. Smiru. The Yugoslav Investment Auctions: E. 
NEUBERGER. Uncertainty and Price Theory: E.S. Mirus. Professor Lutz and the Structure of 
Interest Rates: D. G. Lucxetr. Free Trade in “ Corn”: A Statistical Study of the Prices and 
Production of Wheat in Great Britain from 1873 to 1914: M. Oxson and C. C. Harris. 
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The Journal of Political Economy 


N- Voit. LXVII, No. 1, Fepruary 1959. Cost—Push versus Demand-Pull Inflation, 1955-57: 
S. R. T. Sevpen. The Nature of Equilibrium in Monopolistic Competition: H. Demsetz. 
ry George Berkeley: Precursor of Keynes or Moral Economist on Underdevelopment?: I. D. S. Warn. 
a: The Estimation of Transportation Costs in International Trade: C. Moneta. Commercial Banks 
ud, and Financial Intermediaries: Fallacies and Policy Implications: J. ASCHHEM. 


The Review of Economics and Statistics 


Vot. XLI, No. 1, FEBruaryY 1959. On the Predictive Value of Consumer Intentions and Attitudes: 
J. Tosin. Factors Associated with Stock Ownership: M. E. Kreinin. Education and In- 
come: H. S. HourHAKKER. A Note on Professor Mahalanobis’ Model of Indian Economic 
Planning: R. Komrya. Recurrent Objections to the Minimax Strategy: A. Y. C. Koo; Re- 
joinder: D. ExttsBerc. A Discriminant Function for Earnings—Price Ratios of Large Industrial 
Corporations: J. E. WALTER. On Union Rivalries and the Minimum Differentiation of Wage 
Patierns: B. SorFER. An Investigation of the Local Employment Multiplier: G. E.'THomrson. 


or } 


ind The Southern Economic Journal 


Vout. XXV, No. 3, JANuARY 1959. The American Businessman in the American Novel: H. R. 
SmirH. The Concept of Automatic Stabilizers: M. O. CLEMENT. The Optimum Trend of 
Prices: W. Vickrey. Some Effects of Selected Policy Programs on Agricultural Labor Mobility 

B. in the South: E. L. Baum and E. O. Heapy. A Debt Management Proposal: R. L. Buntine. 

J. Income Equality in a Factory Payroll: L. Soutow. 

ous 


The Journal of Economic History 


Vot. XVIII, No. 4, DecemBER 1958. The Tasks of Economic History, published in memory o, 
Edwin F. Gay. Ex ic Consequences of Organized Violence: F.C. LANE. New Viewpoints 
on Familiar Subjects: The Concept of the Just Price: R. DE Roover; The Role of Staple 

RA. Industries in Canada’s Ee ic Development: K. Bucktrey. Business History, Entrepreneurial 

AR- History, and Business Administration: J. G. B. Hurcuins. Economic History and the New 

and Business History: H. E. Krooss. New Viewpoints on the Economic History of Modern Europe: 

The Economic History of Modern Britain: H. J. HABAKKUK; Recent Research in the Economic 

History of Modern France: C. FoHLEN; Recent Developments in German Economic History: F. 

Repuicu. The History of International Trade and Shipping: Ocean Freight Rates and Economic 

Development 1750-1913: D. NortuH; The Suez Canal and World Shipping, 1869-1914: 

M. E. FLETCHER. 
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Vor. 12, No. 2, JANuARY 1959. Occupational Wage Differentials in the Basic Steel Industry: 
J. StreBer. Proportional Representation of Workers in the Auto Industry, 1934-1935: S. Fine. 
Selective Retirement and Preretirement Counseling in the TVA: E. B. Suuttz. Employment 
Integration and Racial Wage Differences in a Southern Plant: R. WEtntRAvB. Internal Pressures 

W. on the Texas State C.I.O. Council, 1937-1955: M. E. Potaxorr. Market Structures and 

and Wage-push Inflation: A. Kunn. Union Shop Polls: A Solution to the Right-to-work Issue: 

. E. S. CoHEN. 

Vor. 12, No. 3, Aprit 1959. Interindustry Earnings Differentials in Canada, 1945-56: S. W. 
Ostry. The Role of the Field Staff Representative: M. L. JoserH. Advisory Councils in 
Employment Security: J. M. Becker. International Differences in the Strike Propensity of Coal 
Miners: Experience in Four Countries: G. V. RimuincGer. Employment Effects of State 
Minimum Wages for Women: Three Historical Cases Re-examined: J. M. PeTERsoN. Hours 
of Work in British Industry: B. McCormick. Price Theory and Union Monopoly: F. MEYERS. 


Journal of the American Statistical Association 


Fi Vor. 53, No. 284, DecemBer 1958. ‘“‘ Student”? and Small Sample Theory: B. L. WEvcH. 
ecent On Grouping for Maximum Homogeneity: W.D. FisHer. Significance Tests in Parallel and in 
The Series: I. J. Goop. Ordinal Measures of Association: W.H. Kruskau. Curtailed Sampling 

E. Sor Variables: N.R. GARNER. On the Studentized Smallest Chi-Square: K. V. RAMACHAND- 
re of RAN. The Estimation of the Parameters of a Linear Regression System Obeying Two Separate 
and Regimes: R. E. Quanpr. Alternative Definitions of the Serial Correlation Coefficient in Short 
Autoregressive Sequences: A. S. WEINSTEIN. A Stochastic Analysis of the Size Distribution of 
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Firms: I. G. ADELMAN. Some Analyses of Income—Food Relationships: M. C. Burk. A 
Cross-section Analysis of Non-business Air Travel: J. B. Lansinc and D. M. Boop. Apf- 
proaches to National Output Measurement: P. B. Simpson. Notes on Immigration Statistics of 
the United States: E, P. HuTcuinson. 


Harvard Business Review 


Vo. 37, No. 1, JANUARY-FEBRUARY 1959. Symbols for Capitalism: K. E. Boutpine. 
Struggle for Ethics in Public Relations: D. Finn. How to Use Market-share Measurement: 
A. R. Oxenretpt. The Managerial Mind: C.E. Summer. Adapting Organization to New 
Technology: F. J. Jastnskt. The Reach of an Executive: S. Epmunps. Growing Role of the 
Company Economist: C. S. TErrswortu. 


Economic Geography 


Vor. 35, No. 1, JANUARY 1959. Land Use Within the European Common Market: S. vAN 
VALKENBURG. Problems of Monoculture and Diversification in a Sugar Island: Mauritius: 
H. C. Brooxrietp. The Isoline of Ninety Frost-free Days in Canada: M. K. Bennett. 
Transportation Factors Affecting Locational Decisions: M. Futton and L. C. Hocu. Land 
Use Mapping in Sudan: J.H.G. Leeson. The Citron in the Mediterranean: A Study in Religious 
Influences: E. Isaac. Microgeographic Sampling: A Quantitative Approach to Regional Agri- 
cultural Geography: J. M. Biaut. 

Vo . 35, No. 2, Aprit 1959. Studies of Semi-Nomadism in North Africa: J. I. CLARK. Tin 
Mining on the Jos Plateau of Nigeria: B. W. Hopper. The Banana Industry in Western 
Samoa: R.G. Warp. Agriculture in Southern Nigeria: W. B. Morcan. The Geography of 
the Canadian Iron and Steel Industry: D. Kerr. The Aachen Coal Field: A. Harris and W. 
Marzat. Drainage and Ec ic Development of Poles’ye, U.S.S.R.: R. A. FRENCH. 





The Journal of Accountancy 


Voi. 107, No. 1, JANUARY 1959. New Problems in Tax Planning. Budgeting for Small 
Business: I. W. Kevver. Profile of a Profession: A.B. Carson. Allocation of Income Taxes: 
W. J. GRAHAM. 

Vot. 107, No. 2, Fesruary 1959. The Reporting of Earnings to Stockholders: P. L. West. 
Tax Problems of Partnerships: W.B. Woop. The Nature and Prevention of Fraud: C. A. 
STEWART. 

Vor. 107, No. 3, Marcu 1959. The Future of the Accounting Profession: J. S. SEIDMAN. 
What Happens to Depreciation: M. Scuirr. Auditor's Responsibility in Corporate Reports: 
W. W. WErRntTz. Recruitment, Selection and Training: S.J. Dusorr. Delayed Compensation: 
R. F. Bonacura. 

Vot. 107, No. 4, Aprit 1959. Moral Responsibility in Tax Practice. Evidence, Judgment, and 
the Auditor’s Opinion: R. K. Mautz. Buying and Selling a Corporate Business: R. E. 
GRAICHEN. Economic Depreciation: P. Gravy. Reports on Nonprofit Organizations: 'T. L. 
Hotton. 


Revue Economique 


Vou. X, No. 1, JANuARY 1959. La répartition des revenus. Théorie de la répartition du 
revenu national et catégories de capitalistes: J. MARCHAL. Facteurs productifs et intensité du 
capital: A. BARRERE. Olbyectifs actuels de la théorie du salaire: A. Pace. La répartition du 
revenu national: P. DiETERLEN. Le revenu du groupe médical: P. MicHaux. 

Vout. X, No. 2, Marcu 1959. L’opération des 27-28 décembre 1958: M.Byt. Analyse d’une 
récession: M. Resta. Résistance des facteurs socio-culturels au développement éc ique de 
P Algérie: R.GENDARME. Role des facteurs structurels dans l’ évolution des rémunérations salariales 
au XIX siécle: G. WEILL. 





Revue d’ Economie Politique 


Vot. 68, No. 6, NoveMBER—DECEMBER 1958. Considérations sur les tendances actuelles de la 
science économique: E. Fossati. Notes sur une formulation nouvelle de la théorie du surplus du 
consommateur: J. Montei1t. Demande globale et théorie Véquilibre: J. VINCENs. 

Vor. 69, No. 1, JANUARY—Fesruary 1959. La théorie des tarifs douaniers pour un monde 

dynamique: K. Hors. La pensée épistémologique de Giovanni Demaria: J. C. MENARD. 

L’économie du Grand Duché de Luxembourgh: G. Aus. 
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Revue de Science Financiére 


Vou. LI, No. 1, JANUARY—Marcu 1959. Originalité et faiblesse du systéme financier frangais: 
H. LAuFENBURGER. Politique économique et calcul du revenu national, spécialement dans les pays 
sous-développés: A.'T. Peacock. Signification et contenu de la politique financiére: A. BARRERE. 
Les comptabilités régionales: J. MERiGot. L’imposition du rachat par une société de ses propres 
droits sociaux: D. Bompis. Fiscalité et marché commun européen: P. KERLAN. 


Economie Appliquée 
Vot. XI, No. 4, OcropER—DEcEMBER 1958. ‘Théorie monétaire. La part des phénoménes 
monétaires dans le modéle de Keynes et dans les modéles de comptabilité économique: J. DENIZET. 
La pensée monétaire en Italie depuis 1945: L. Gancemi. Reéflexions sur la zone sterling: R. 
HIGONNET. 


Journal de la Société de Statistique de Paris 


Vou. 99, No. 7-8-9, Juty-SEPTEMBER 1958. De la Communauté Européenne a I’ Association 
Economique Européenne: C. Penciaou. Chronique des statistiques agricoles (Campagne 1955- 
56): M. Gontan. Chronique des statistiques bancaires et des questions monétaires: P. CAUBOUE. 

Vou. 99, Nos. 10-11-12, Ocroper—DeceMBER 1958. Etude statistique sur les lectures des enfants: 
A. Mityaup. Quelques tests non paramétriques: E. Morice. Sur la moyenne des intervalles 
s¢parant deux vendredis 13 consécutifs: P. THIONET. 


Population 


Vot. 14, No. 1, JANUARY—Marcu 1959. D’un probléme de l'analyse démographique: L. HENRY. 
Les esclaves aux Etats-Unis de 1790 4 1860: E. Ruin. La consanguinité d’une population: 
A. Serra and A. Sort. Trois précurseurs de la sécurité sociale au XVIIT siécle: Henry de 
Boulainvilliers, Faiguet de Villeneuve, Du Beissier de Pizany d’Eden: J. Hecut. De la prévision 
démographique a la prévision économique: A. SAuvy. 


Consommation 


Vo. V, No. 4, OcroBER—DECEMBER 1958. Le crédit a la consommation en France: J. ACQUIER. 
Le crédit a la consommation dans les budgets familiaux: M.Guititor. Les dépenses de vacances 
des frangais: C. SEIBEL. 


Bulletin de L’ Institut de Recherches Ecoromiques et Sociales 


VoL. XXIV, No. 8, DeceMBER 1958. Essai sur quelques aspects sociologiques de la crise du re- 
crutement sacerdotal en France: D. Szaso. Aspects de la perception sociale a travers l’euvre de 
quelques auteurs actuels: M. LEFEBVRE. La “‘ question sociale ’’ dans la sociologie de Durkheim: 
H. Hoernacets. L’isolement relatif dans une région rurale: M.'T. WATELET. 

VoL. XXV, No. 1, Fesruary 1959. La conjoncture économique de la Belgique: M. Worrrin. 

Vout. XXV, No. 2, Marcu 1959. Essai sur la croissance économique et la balance des paiements de 
la Belgique: 1948-57: A. Lamratussy. Evolution des taux de ’intérét en Belgique depuis la fin 
de la premiére guerre mondiale (1919-58). Les redistributions professionnelles sous Vempire des 
mouvements longs de prix: J. DE BANDT. 


Cahiers Economiques de Bruxelles 


No. 2, JANUARY 1959. Le produit national brut calculé par l’analyse des revenus. L’évolution des 
revenus en Belgique de 1948 a 1957. La qualité de travail en Belgique (1948-57): R. DE 
Fatieur. Reéflexions sur une réforme de la fiscalité en Belgique: M. Franx. Le rythme 
d’expansion de l’économie belge de 1948 4 1957: J. WAELBROECK. 

No. 3, Aprit 1959. Recherches sur l’évolution de la production en Belgique de 1900 4 1957: C. 
CARBONNELLE. Croissances industrielles comparées de l’ Union Soviétique et des Etats-Unis: H. 
Geyser. Essai d’explication de l’évolution de la consommation privée en Belgique de 1949 a 1957: 
J. WAELBROECK. Quelques aspects économiques de la Sécurité sociale: L. DescHUYTENEER. 
Les indices de la production industrielle en Belgique. 


Annales de Sciences Economiques Appliquées 


Vor. 16, No. 5, DecemBer 1958. L’industrie cinématographique en Belgique: L. WiLLEms. 
Appréciation économique d’un gisement minéral: C. HARIGA. 
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Revue de ’ Institut de Sociologie 


No. 4, 1958. Langage et société: G. Gortety. Le Minamifure de Tagawa-cho a Iki, Japon: 
M. Korcut and D. Evteciers. Quelques expériences d’action sociale dans divers pays en voie de 
développement: G. E. J. B. Brauscu. La constitution de la V* République frangaise: F. Dumon. 

No. 1, 1959. Sous-développement, stratification sociale et évolution politique: R. Gtrov. Ré- 
flexions d’un économiste sur la Sociologie du Sous-développement: G. Lepuc. Structures sociales 
traditionnelles et changements éc iques: G. BALANDIER. Les changements sociaux et les 
valeurs culturelles: P. GAricuE. Note sur l’application des droits de ’ homme et des libertés 
Sondamentales au Congo belge: F. WALEFFE. 





Schmollers Fahrbuch 


Vor. 79, No. 1, 1959. Gesellschaft und Gemeinschaft: M. Krouu. Uber die Begriffe “‘Fiihrer” 
und “‘ Elite”: R. VON UNGERN-STERNBERG. Organisierter Kapitalismus und Parteidiktatur 
1933 bis 1936: A. SCHWEITZER. 


Jahrbiicher fiir Nationalékonomie und Statistik 
Vou. 171, No. 1-2, January 1959. Die logische Charakier der theoretischen Nationalékonomie: 
Kur Diskussion um die exakte Wirtschaftstheorie: H. ALBERT. Bemerkungen zu Ernst Helm- 
stddter “‘ Produktionsstruktur und Wachstum”: A. E. Orr. Die zweite Bliitezeit des Exrfurter 
Waidhandels: A. Racu. Die ungarische Wahrungsreform des Jahres 1946: S. VARGA. 


Vierteljahrshefte zur Wirtschaftsforschung 


No. 1, 1959. Zur konjunkturellen Situation. Volkswirtschaftliche Gesamirechnung einschliesslich 
Geldvermégensrechnung fiir die Bundesrepublik: F. Grinic. Zur Entwicklung der Brutto- 
Anlage-Investitionen und des Brutto-Anlagevermégens der westdeutschen Industrie bis 1957/58: 
R. Krencet. Der Zwischenhandel als aussenwirtschartliche Verkehrsform: O. von GajzAco. 
Der Rat fiir gegenseitige Wirtschaftshilfe: R. P. RocHuin. 


Weltwirtschaftliches Archiv 


Vot. 81, No. 2, 1958. Bemerkungen iiber Schumpeters Einfluss auf die amerikanische Wirtschafts- 
theorie: F. K. Mann. Effects of Multiple Exchange Rates: V.Gravin. American Foreign 
Lending and the International Dollar Shortage: W. P. EGE. 


Keitschrift fiir die Gesamte Staatswissenschaft 


Vout. 115, No. 1, 1959. Soziologie als Verhaltensforschung: A. GEHLEN. Wandlungen im 
Baugesetz der industriellen Gesellschaft: J. GC. Papatexas. Die Lehre von der ‘‘ Mature 
Economy”: W. Hormann. Uber stochastische Entscheidungsprozesse in der Wirtschaft: R. 
Henn. Line Anwendung der Technik des linearen Programmierens zur Optimierung des Leer- 
wagenumlaufs bei der Bundesbahn: H. Guticuer. Integration—Wiéiedergeburt des handels- 
politischen Liberalismus: G. NeuHAUSER. Wirtschaftsdemokratische Gewaltentrennung: H. 
BraeuTicAM. Die Finanzierung der politischen Parteien: W. GRUNDMANN. 


Wirtschaft und Statistik 


Vot. 11, No. 1, January 1959. Das Sozialprodukt im Jahr 1958: H. Barrens, K. H. 
Raase and O. ScuOrry. Die industrielle Produktion im Jahr 1958: H. A. REICHENBACH. 

Vot. 11, No. 2, Fesruary 1959. Die Systematik der Wirtschafiszweige: H. BARTELS and H. 
Spiker. Der Wohnungsbedarf aus der Sicht der Haushalte: A. SopoTscHINSKI. 


Allgemeines Statistisches Archiv 

Vou. 42, No. 2, 1958. Das Entscheidungsproblem in der Statistik: G. MeNcEs. Zur Kritik der 
Reproduktionsziffer und ihrer Anwendung: E. Kern. Ein Beitrag zur Frage der Dichtedarstellung 
in Kartogrammen: F. SCHARNER. Ergdnzender Beitrag zur Lehre von den statistischen Gewich- 
ten: K. FREUDENBERG. 

Vo. 42, No. 3, 1958. Einheitliche Sozialproduktsberechnungen fiir die Lander der Bundesrepublik 
Deutschland: W. Hiner. Die Hansestidte im Rahmen der einheitlichen Sozialprodukts- 
berechnungen der Lander: W. Terztarr. Die Volkswirtschafiliche Gesamtrechnung in der 
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auslandischen Regionalforschung: H. Ranz. Wirtschaftskraftzahlen fiir kleine Verwaltungs- 
bezirke: J. WtRNSHOFER. Die Auswirkungen der vom Gemeinsamen Markt herriihrenden 
Kollanderungen auf den Import der EWG-Lander: F. Wenvt. Lin Beitrag zu den methodischen 
Untersuchungen iiber die Anordnung von Probeschnitten bei der Besonderen Ernteermittlung: H. 
STRECKER and J. Raas. 

Vot. 42, No. 4, 1958. Zur Methode des internationalen Preis- und Kaufkraftvergleichs: A. 
Jacoss. Probleme des internationalen Vergleichs des Lebensniveaus: R. WAGENFUHR. Das 
Unternehmen als Objekt der Statistik: W. HERRMANN. Statistische Begriffe auf Grund soziolo- 
gisch und wirtschaftspolitisch orientierter Bildung von Unternehmenstypen: G. WeEIssER. Die 
Korrelationsanalyse—Theorie und Anwendung aus der Sicht der betrieblichen Marktforschung: E. 
OckELMANN. Betriebliche Markforschung und amtliche Statistik: G. Lupa. Das Problem der 
Beriicksichtigung qualitativer Verdnderungen im Rahmen der Preisstatistik: P. Denerre. Uber 
einige Sonderprobleme bei Stichprobenverfahren der Technik: K. STANGE. eitreihen zerlegung 
vom praktischen Standpunkt der Konjunkturforschung: O. ANDERSON. Grundsdtze und Methoden 
der wirtschaftsrdumlichen Gliederung: E. OtremsBa. Die Stadtregionen und das Grossstadt- 
gebiet—schwedische Erfahrungen: 1. OMAN. 


Wirtschaftsdienst (in German with English Digest) 

Vox. 39, No. 1, January 1959. 1959: Improved Market Transparency in Europe: C. Kap- 
FERER. Are Industrial Countries Threatened by Dumping? Labour Conditions in Central 
Germany. 

Vox. 39, No. 2, Fepruary 1959. Housing Deficit and Housing Demand. Is Elimination of 
Housing Control Possible? Vital Problems of the Common Market: A. Friscu. Prejudiced 
Competitive Position of Hamburg Harbour: F. HENNING. 

Vor. 39, No. 3, Marcu 1959. Agrarian Political Tensions in Europe. Problems of Agri- 
cultural End Produce in Western Germany: H. voN DER Decxen. Under Discussion: Prob- 
lematic Duty on Coal: W. Licuey. The West German Foreign Trade with Office Machines: 
W. ScHLOTE. 


Bayern in Kahlen 

Voz. 13, No. 1, JANuARY 1959. ur gesellschaftlichen Eingliederung der Vertriebenen in Bayern: 
F. Zopry. Das Brauer- und Mdlzerhandwerk in Bavern 1956: G. Bucuert. Der Fremden- 
verkehr in Bayern im Sommerhalbjahr 1958: J. Lerepner. Unfallgeschehen im Strassenverkehr 
Bayerns seit Einfiihrung der Geschwindigkeitsbegrenzung: J. Le1pNer. Die Bruttomonats- 
verdienste der Angestellten in Industrie und Handel in Bayern, 1957/8: A. Herr. 

Vor. 13, No. 2, Fesruary 1959. Die Bevilkerungsbewegung in Bayern 1958: W. Mater. 
Die meldepflichtigen iibertragbaren Krankheiten in Bayern 1958: J. Frtser. Die Miitterster- 
blichkeit in Bayern: J. Fitser. Land- und forstwirtschaftliche Betriebe der Vertribenen und 
Sowjetzonenfliichtlinge in Bayern 1958: F. ILLNer. 

Vou. 13, No. 3, Marcu 1959. Elektrizitatsversorgung Bayerns 1958: H. Krestinc. Das 
Backer- und das Metzgerhandwerk in Bayern: H. LEHMANN. Leistungs- und Beitragsgestaltung 
innerhalb der sozialen Krankenversicherung in Bayern: E. Scumimpt. Die Entwicklung der 
Arbeitskimpfe in Bayern: E. Scumiupt. Die Schichtung der Arbeiterund Angestelltenverdienste in 
Bayern: A. Herr. Die Entwicklung der Einnahmen und Ausgaben in Haushalten der unteren 
Verbraucherschicht in Bayern 1953 bis 1958: H. Scumucker. 


Aussenwirtschaft 


Vo. 13, No. 4, DecemBEeR 1958. Betrachtungen zur Aussenwirtschaftspolitik: H. BACHMANN 
and A. BossHAarDT. Integration, Aussenhandel und Produktion: E. Stopper. Freiziigigkeit 
im internationalen Kapitaluerkehr?: E. Kiinc. Europdische Wirtschaftsgemeinschaft, europaische 
Freihandelszone und internationale Kapitalbewegungen: A. SCHAEFFER. 


Reitschrift fiir Nationalékonomie 
VoL. XVIII, No. 4, 1959. Uber volkswirtschafiliche Energiebilanzen: die Bedeutung des 
Rweiten Hauptsatzes der Thermodynamik fiir die Nationalékonomie: S. Sacororr. The 
Methodology of Schumpeter’s “‘ History of Economic Analysis’: H. Aurricut. Der dkono- 
mische Teil der malthusischen Beviolkerungslehre: T. Lutex. Finanzpolitik auf Grundlage der 
Sequenzanalyse: G. HEDTKAMP. 
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Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vou. XXXII, No. 1, January 1959. Die wirtschaftliche Lage in Osterreich. Die Auswirk- 
ungen des am ] Fanner 1959 wirksam gewordenen EWG-Vertrages auf Osterreich. Zur Im- 
portabgabe auf Eiweissfuttermittel. Der Fremdenverkehr im Jahre 1957/58. 

Vor. XXXII, No. 2, Fesruary 1959. Die wirtschaftliche Lage in Osterreich. Die Einfithrung 
der 45-Stunden-Woche in Osterreich. Osterreichs Aussenhandel mit unterentwickelten Landern 
Schlachtviehproduktion und Fleischversorgung. . 

Vor. XXXII, No. 3, Marcu 1959. Die wirtschaftliche Lage in Osterreich. Gesamtschau der 
Osterreichischen Wirtschaft im Jahre 1958. 


De Economist 


No. 1, JaNuaRY 1959. Het samenspel van prijs- en inkomenseffecten in de macro-economische theorie: 
J. E. Anpriessen. Bijdrage tot de theorie van de commerciéle projspolitiek: W. J. VAN DE 
WoestyNnE. Het eerste jaaverslag van de Centrale Bank van Suriname: F. H. REPeE.tus. 

No. 2, Fepruary 1959. Economic Theory, Economic Policy and the Need for an Interdisciplinary 
Approach to Problems of the Economic Development of Underdeveloped Areas: J. KAUFMANN. De 
voorspellingskwaliteit van de centrale economische plannen 1949-1956: C. VAN DE PANNE. 

No. 3, Marcu 1959. Moderne economie in zakformaat: J. E. ANDRIESSEN. De reorganisatie 
van de Russische machine-traktorstations in wijder zicht: I: J. Hutyrs. Internationale vergelij- 
kingen van arbeidsproduktiviteit en van loonkosten: M. BourHoorn and C. J. Oorr. 


Nationalakonomisk Tidsskrift 
Vox. 96, No. 5-6, 1958. Vi ekonomer og statsvidenskaben: F. ZeEvTHEN. LEgnsudvikling— 
teoretiske aspekter og internationale erfaringer: P. NyBoz ANDERSEN. Omkring Keuthens 
** Economic Theory and Method”: S. Dano, E. Ousen, A. @LGAARD, P. NOREEGAARD 
RasMusEN, E. JOHNSEN and N. NoRREGAARD. 


Skandinaviska Banken Quarterly Review 


Vo. 40, No. 1, JANUARY 1959. Reflections on Index Loans: G. Arvipsson. Interest Policy, 
Foreign Exchange Policy and Foreign Exchange Control: B. HANsEN. The Agricultural Economic 
Research Institute: H. Astranv. 


Pkonomi og Politik 


Vou. 32, No. 4, 1958. Ledigheden blandt arbejdsmaend i nogle jyske amter: K. ANTONSEN. 
Det amerikanske mellemvalg, november 1958: P. BoEc. 


Ekonomiska Samfundets Tidskrift 


Vox. 12, No. 1, 1959. Sysselsdttningen och utrikeshandeln: J. Nyxopp. Industrins stdllning i 
landets ndringsliv: B. LANGHyELM. Utbyggandet av den ekonomiska statistiken: G. Fouc- 
STEDT. 


Liiketaloudellinen Aikakauskirja (Finnish Text, English or German Summaries) 


Vot. 7, No. 4, 1958. Can Financial Institutions be regarded as Dealers in Securities?: L. Kivrt. 
Some Aspects of the Consequences of Indirect Taxation, the Tax Burden and the so-called Neutral 
Tax System: J. Lasstra. The Universal Decimal Classification: Its Structure and Use: T. 
TERA. On the Rationalization of Trade: M. Kasxmtgs. 

Vol. 8, No. 1, 1959. Capital Formation and National Wealth in the National Accounts: A. 
Louko. Operations Research and its Methods: R. SuONEMI. 


Giornale degli Economisti e Annali di Economia 


Vo. XVII, No. 9-10, S—pTEMBER—OcroBER 1958. Recenti tendenze nella teoria della distri- 
buzione: F. Carré. Problemi economici dell’agricoltura italiana: G. DEL VeccHIo. A pro- 
posito di un massimo di convenienza: M. Tonto.u. Considerazioni sui punti di optimum: P. 
Buzano. Note di demografia italiana: saggi di riproduzione nel Settentrione e nel Mezzogiorno: 
G. Mortara. Rapporti culturali tra Francia e Italia nel campo economico-finanziario: con- 

siderazioni e raffronti: A. G. Canina. Difendiamo lolio di uliva: V. Riccwiont. 
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Banca Nazionale del Lavoro Quarterly Review 


No. 47, DEcEMBER 1958. Monetary Developments in Italy from the War Economy to Limited 
Convertibility (1935-1958): P. Barrt. Manpower and the Common Market: A. Mo.tnari. 
Living with an Inelastic Bond Market: B. Tew. 


Economia Internazionale 


Voi. XI, No. 3-4, Aucust-NovEMBER 1958. Atti del primo congresso deli’ International Eco- 
nomic Association. (Translations into Italian of the five main papers, by Sir Dennis 
Robertson, J. Viner, F. Perroux, G. Haberler and E. Lundberg, delivered to the Congress 
of the International Economic Association in Rome, 1956, with a record of the discussion 
of them.) 


Metroeconomica 


Vot. X, No. 3, DECEMBER 1958. Histoire de l'économie mathématique jusqu’a Cournot: G. H. 
BousQuET. The Value of Random Income Streams: A. D. Roy. Business Investment and the 
Marginal Cost of Funds: Part IT: N. J. CunntncHam. A Restatement of the Conditions for 
Identifiability in Complete System of Linear Difference Equation: H. S. Konryn. 


Review of the Economic Conditions in Italy (Banco di Roma) 


Vox. XIII, No. 1, JANuARY 1959. Twenty-five Years of Activity of the Istituto per la Ricostru- 
zione Industriale: P. SARACENO. Role of the National Productivity Committee in Italian Economy: 
C. ALHAIQUE. Italy’s Foreign Trade and Balance of Payments: Evolution and Prospects: L 
MAGNANI. 


Economia Internazionale 


Vox. XII, No. 1, Fesruary 1959. J prezzi dei fattori produttivi e la teoria dello scambio inter- 
nazionale: O. D’ALAURO. Premesse scientifiche generali e teoria della illusione finanziaria: 
E. p’ALBERTO. 


Italian Affairs 


Vor. VII, No. 6, NoveMBER—DEcEMBER 1958. Emigration during 1957. The Boot and Shoe 
Industry. The Marble Industry. Public Works in Italy. Employment and Vocational Training. 
Land Reform. 


Moneda y Crédito 


No. 67, DECEMBER 1958. El estado presente de la Politica monetaria: A. J. SANCHEZ PEDRENO. 
La dimension cultural de concepto de desarrollo econédmico: J.1.J. Nwto. La literatura econémica 
contempordnea en Espatia: R. Gauuotti. Alzas y bajas porcentuales bursdtiles: Aros 1955 y 
1956: J. L. A. MARTINEz. 


Boletin de Estudios Economicos 


Vo.. XIII, No. 45, SEpTEMBER—DEcEMBER 1958. La batalla por la convertibilidad: F. pew 
Rfo. Estructura espacial y elasticidad de la poblacion sobre la renta: R. PerpiNA. Algunos 
problemas morales que suscita la nueva ley tributaria: A. Arza. Renta agraria y expansion 
economica: C. SAiz-Estivariz. Reflexiones ante el primer decenio de la reforma monetaria 
alemana (1948-58): J. M. Asap Butt. 


El Trimestre Economico 


Vo. XXV, No. 4, OcropeR—DEcEMBER 1958. Special 25th Anniversary Number on Problems 
of Economic Development. Tentativas de programacién para el de. l econdmico del 
Brazil: D. T. Verna. El crecimiento econédmico de México, y las inversiones extranjeras: A. 
NAVARRETE. La inflacién chilena: un enfoque heterodoxo: O. vo SuNKEL. La proteccidn 
arancelaria como politica de desarrollo econémico: F. Pazos. El principio de Lucrecio: J. SAENZ. 
Notas sobre algunas contribuciones de la economia tradicional a la teoria del desarrollo: B. CoRNEJO. 
Un enfoque de la planeacién en la India: P. C. MAHALANOBIS. Criterios de inversidn y tasa de 
crecimiento: F.D. HotzmMan. Nota sobre la inflacién ‘‘ momentdnea ”’ y el desarrollo econémico: 
J.H. ApLER. Contribuciones de la economia a la teoria del desarrollo: H.S. Exuts. Desarrollo 
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econdmico y demografico: J. J. SPENGLER. Paises subdesarrollados—caracteristicas presentes a la 
luz de modelos pasados de crecimiento e ico: S. Kuznets. Sobre la evolucién del excedente 
econdmico: P. A. Baran. El problema de la eficiencia de la mano de obra en los paises sub- 
desarrollados: G. MyrbAu. 

Voi. XXVI, No. 101, JANUARY—Marcu 1959. La relacién de intercambio y el desarrollo 
econdmico: R. I. Durer. La clientela del crédito ejidal: R. FERNANDEZ Y FERNANDEZ. 
Aspectos politicos y administrativos del desarrollo econémico: C. M. Castitto. Crecimiento 
dptimo no equilibrado: R. M. Goopwin. Desarrollo econémico, capital humano y estructura 
social: G. Garvy. Papel del Estado en el desarrollo industrial de las regiones atrasadas: V. 
Marrama. Politicas de estabilizacién en los paises subdesarrollados: B. Hiccins. Politica 
monetaria y control de la inflacién: A. H. HANSEN. 








The Annals of the Hitotsubashi Academy 


Vor. IX, No. 1, Ocroser 1958. A New Methodological Approach to the History of Economic 
Thought: Z.Taxasuima. On Various Forms of Quesnay’s Tableau Economique: T. SAKATA. 
On the System of Social Behavior: H. Minami. Criminality in Japan Observed from the Points 
of Age and Sex: T. UEmatsu. 


The Economic Review (Japanese text) 


Vou. 10, No. 1, January 1959. Economic Changes after the World War II: H. Suiyjo. 
Multiplier Analysis and the Rate of Profit: K. NaGasawa. An Effectiveness of American 
Monetary Policy: M. Iro. 


Economic Bulletin of the National Bank of Egypt 
Vout. XI, No. 3, 1958. The 1958/59 Budget Estimates Consumption of Cereals in Egypt. 


Voprosy Ekonomiki (Russian text; an English translation is also published) 


No. 11, 1958. The Soviet Economy on a New Upsurge: L. Votoparsxy. A Fighting Pn- 
gramme in the Struggle for Peace and Communism: A. LosHcHAKOov. On.the Extended Repro- 
duction of Skilled Workers in the U.S.S.R.: O. GuBAREVA. The Reduction in the Volume of 
Unfinished Construction: A Priority National Economic Task: B. Soxotov. Some Problems of 
Amortisation in Agriculture: A. PakHomov. On the Problem of Credit Finance for Investment: 
A. KazantseEv and I. Levcuux. The Significance of the Economic Co-operation of India with 
the Countries of the Socialist Camp for the Development of their Economies: V. KONDRATEV. 
On Econometrics in Bourgeois Economics: 1. Buyumin and V. SHLYAPENTOKH. On Methods 
of Studying the Cost of Agricultural Produce in Collective Farms: V. MANYAKIN and A. SiLIN. 
The Results of the Conference for the Development of the Productive Resources of Eastern Siberia: 
A. Minsky. The Scientific Research Work of Teachers of Economics at Irkutsk: V. NAZAROV. 

No. 12, 1958. The Great Programme for the Construction of Communism. A Decisive Stage in the 
Economic Competition between Socialism and Capitalism: A. ARZUMANYAN. The Formation of 
New Large Industrial Regions in the East: N. Nexrasov. On the Training of Economists for 
Industry: O. Koztova and V. Gtrovsky. An Important Condition for Fulfilling the Capital 
Construction Plan: A. FERBERG. Problems of the Structure of Industrial Output in the U.S.S.R.: 
A. Omarovsky. The National Economic Significance of the Development of Pipelines: B. 
Guaptsinov. On the Indivisible Funds of Collective Farms and Inter-farm Productive Co- 
operation: P. GotusKov and V. Ovcuinnikova. On the Transition to Guaranteed Wages in 
Collective Farms: S. Semin. Ways to Rationalise the Use of the Timber Resources of the Country: 
D. Anprosov. Some Problems in the Methodology of Measuring Living Standards: A. ALEK- 
SEEV. On Raising the Role of Public Catering in Improving Workers’ Living Standards: V. 
KryazHev and M. Marxovicu. On the Development of Industrial Production on Collective 
Farms: L. Ziomanov. On Scope for Expanding Agricultural Output: A. BARKANSKAS. 
Quesnay’s ** Economic Table ’’ and its Significance: N. TSAGOLOv. 

No. 1, 1959. A Decisive Step in the Creation of a Material Technical Basis for Communism: 
L. Berri and A. ToLtKacHev. A New Stage in the Development of International Socialist 
Division of Labour: N. Smuyanov. The Rationalisation of Inter-regional Economic Links in 
the Seven-year Plan: Yu. Kotpomasov. The Principle of Personal Material Incentive and 
Some Problems of Wages in the U.S.S.R.: E. Manevicn. A Major Source for Raising the 
Efficiency of Capital Investment: N. KacHatov. Some Problems of Industrialisation of Con- 
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te struction at the Present Time: I. Stepov. On the Further Process of Combination in Industry: 
ib- V. FRIDENBERG. Some Ec ic Problems of the Development of the Oil Industry of the U.S.S.R.: 
M. BRENNER. On the Use of Balances in Planning the National Economy of a Republic: A. 
Llo Sumin. Current Problems in the Development of the Belorussian Economy: S. MAuInin. On 
2Z. the Long-term Development of the Tadzhik Economy: A. KaKHarov. Fully Use the Natural 
nto Resources of an Economic Region: P. GritsENKO. Ways for the Industrial Development of the 
ura North Kazakhstan Economic Region: N. Goncuarov. On Factors for Accelerating the 
Vv. Economic Growth of a Republic: E. VeseLovsky. The Upsurge of Communal Production and 
ica the Improvement of Wage Systems in Collective Farms: A. TERyYEvA. Improve the Productive— 
Technical Servicing of Collective Farms: P. Buyanov. The Amortisation of Technological 
Equipment: G. Turxov. The Specialisation of Industry at a Higher Level: M.Ippa. On the 
Reproduction of the Machine-tool Stock: A. MirrorANov. An Important Factor in Raising the 
Productivity of Labour: S. Pavtov. Urgent Problems of Specialisation in Engineering: I. 
mic Bocun and A. Gurevicn. On the Development of the Meat and Dairy Industries: E. Pos- 
TA. PELOVA. It Is Necessary to Increase Capital Investment in Transport: A. Osorcin. Develop- 
ints ment of the Wage-payment System in Collective Farms: 1. DMrrrasHKo. The Collective and State 
Farms of Kazakhstan Should Have Correct Seed—Crop Rotations: A. KakimzHANov. On 
Pricing Collective-farm Constructions: L. Sineva. A New Form of Scientific Research Work in 
Institutes of Economic Studies: O. K. 
. Planovoe Khozyaistvo (Russian text) 
“ No. 12, 1958. The Control Figures for 1959-1965—a Programme for the Extensive Construction 
of a Communist Society. The Iron-ore Supply of Soviet Ferrous Metallurgy and Ways to Develop 
It during 1959-1965: I. Barpin, E. Moskatkov and I. SHapiro. Tasks for the Develop- 
ment of the Gas Industry: Yu. BoKsERMAN, V. KALAMKAROV and A. Kortunov. A 
Reduction in Machine Weight—a Major Reserve for Saving Metal: V. Surixov. The Growth 
of the Economy and Culture of Soviet Belorussia: S. Mauintn. The Development of the Industry 
of the Sverdlovsk Sounarkhoz in 1959-65: M. SrrizHevsky. Problems of the Development of 
Heavy Industry in Krasnoyarsk Krai: A. Zusxov. The Industry of the Vladimir Sounarkhoz and 
10" Prospects for Its Development: V. Rupnev. On the Industrial Exploitation of the Kachkanar 
b10- Iron-ore Deposits: A. OstntsEv. Problems of Specialising the Production of Machinery and 
: of Equipment for the Textile and Light Industries: M. Zizyukin. 
sof No. 1, 1959. The State Budget of the First Year of the Seven-year Plan: A. ZvEREv. The 
ent: Programme for the Further Growth and Improvement of U.S.S.R. Industry: A. Erimov. The 
vith Immense Programme for the Development of U.S.S.R. Agriculture: K. Osotensxy. The 
EV. Transformation of the Fuel Balance: D. Notxin. The Long-term Development of Thermo- 
ods energetics in the U.S.S.R.:| M. Styrixovicu. The Development of the Uzbek Economy in 
IN. 1959-1965: S. ZryADULLAEV. Ways to Rationalise the Development of the Metallurgical Base 
ria: of the Northern European Part of the U.S.S.R.: V. KostENNiKov, V. RikMAN and E, Ryas- 
Ov. Kov. Basic Trends in the Electrification of the Ukraine in 1959-1965: G. YaxusHa. The 
the Growth of Industrial Production and the Improvement of the Transport Network of the Irkutsk 
n of Economic Region: E. Kupz1. The Application of Oxygen in Ferrous Metallurgy: A. LEsKov. 
for Scope for Raising Labour Productivity in Agriculture: V. MasHENKOV and P. Minakov. On 
a the Creation of a Standing Conference of Economic Institutes at the Gosplan Economic Research 
Ae Institute. 
- Finansy §.S.S.R. (Russian text) 
5 in No. 10, 1958. On the Eve of the XXI Congress. Fulfil and Over-fulfil the Plan for State Revenue 
try: in 1958: F. Uryupin. Republican Plans of Personal Income and Outlay—an Important Feature 
EK- of National Economic Planning: 1. Stavny. The Establishment of Draft Local Budgets in 
V. Latvia: V. ALEKSANDRISKY. Reserves Discovered by Inquiry: A. Pucotovxin. Results of 
clive Bad Planning and an Unbusinesslike Attitude: S. SHtase and I. Betous. Raise the Profit- 
KAS. ability of Trade in Potatoes and Vegetables: M. KABANETS and V.IvanrrsKy. Lower Overhead 
Costs in Agricultural Construction: S. LixHosHvA. A Question Requiring Attention: E. 
ism: VAINSHTEIN. The Finance System of the German Democratic Republic: K. PAuuic. 
alist No. 11, 1958. Successfully Fulfil the State Budget of the U.S.S.R. for 1958. We must Improve 
5 in Our Journal. Changes in the Form of Management of the Economy and the Financial System: 
and V. Lavrov. On the Fortieth Anniversary of the Belorussian S.S.R.: F. KoxHonov. Improve 
r the the Work of Senior Staff in Line with Their New Tasks: A. KHARIONOvSKY. Ways to Improve 
Con- the Efficiency of Capital Investments: A. FERBERG. On the Planning and Organisation of Working 
Capital in Engineering: Yu. Petrov. Let Us Work in a New Manner: D. VALovnix. With 
No. 274.—VOL. LXIXx. EE 
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the State’s Interest Foremost: I. MixHattov. State Insurance in the Rumanian People’s Republic: 
V. Sorranu. Some Problems of the Budget Structure of Capitalist States: A. ANISIMOV. 

No. 12, 1958. Nation-wide Approval. The Immense Programme of Communist Construction: 
G. KosyacHEenKo. The Development of the Economy of Kazakhstan and Tasks of the Financial 
Agencies: U. ATAMBAEV. Raise the Role of Economic Work in Financial Agencies: A. 
DzuastEv. Possibilities for Raising Profits in Timber Production: D. ANDRosov. Control 
over Production Expenses and the Profitability of Pre-cast Concrete Enterprises: A. GOLOVTSOVA. 
Reserves for Construction in the Ukraine: G. KuMeEtnitsky. As the Economy Grows so Do the 
Demands of Financial Agencies: A. Osapko. Where Reserves Are Cut Out A. SPAssky. 
Review the System of Wholesale and Accounting Prices: L. EtyasHev. Reduce Supplements and 
Rebates on Goods: S. Miskin. Severely Control Outlays on Construction: P. KACHKAEV and 
A. Boropin. The Seven-year Plan of a Factory: Yu. Lyamin and E. Utkin. Some Prob- 
lems of Raising the Role of State Insurance of Collective Farm Production: E. KoLtomin. The 
Production of Consumer Goods and the Formation of the Special Consumer-good Fund: F. Kut- 
SHARYPOV. The Finances of People’s Korea in the Service of Socialist Construction: Son 
Bon UK. 

No. 1, 1959. Historical Decisions. Ways to Improve and Reduce the Cost of Administrative 
Services: M. Kuzin. Finance and Cost Accounting in Collective Farms: S. NEpEwN. The 
Development of the National Economy of Tadzhikistan: A. Attev. All Forces to the Fulfilment 
of the Great Plan: V. Mastaxov. Some Problems of Financing Agriculture in Azerbaidshan: 
I. ABramovicH. Increase the Accumulation of Local Industry: S. EREMENKO. Tirelessly 
Uncover Reserves: G. PARFENOV. More Attention to Qualitative Indicators: A. KRASNOLOBOV. 
On Economising Outlays for Social and Cultural Amenities: N. Sotovev. Cautiously Spend 
Funds for Town Improvement: V. Barmin. The Financial System of Albania: M. Gront. 

No. 2, 1959. A Congress of the Builders of Communism. Questions of Finance and Credit for 
Agriculture in the New Conditions: V.Garsuzov. Cost Accounting and Profitability in State 
Insurance: G. Tactev. Finance Agricultural Institutes in a New Way: M. Errus. Some 
Problems of the Economic Content of the Turnover Tax in the U.S.S.R.: A. Smirnov. The 
Analysis of the Financial Activity of an Industrial Enterprise: S. Ryumin and I. Usatov. The 
New System of Profit Distribution in the Socialist Enterprises of Poland: E. Vinter and Z. 
PrrozHinsky. The Aggravation of Balance-of-payments and Economic Conflicts in Western 
Europe: A. Duprovsky and A. AFANASEV. The Anti-democratic Character of the Budget 
Provisions of the New French Constitution: M. BoGACHEVSKY. 


Dengi i Kredit (Russian text) 


No. 10, 1958. Successfully Resolve the Problems of the Fourth Quarter. The Economic Efficiency 
of Bank Control over Wage-fund Expenditure: K. NAzARKIN. On the Methodology for Defining 
Over-plan Stocks in the Economy: V. KutManova. The Analysis of the Financial Situation of a 
Trade Organisation: Ts. OsrrinsKayA. Discounting Bills of Lading at the Demand of 
Economic Organisations: (i) The New Method Should Be Applied Reasonably: M. Ginv1n and 
A. TertTus; (ii) What Our Experience Shows: N.Byxuov. The New Tasks of the State Bank 
of Czechoslovakia: O. Vinak. The Role of the State Bank of the Mongolian People’s Republic in 
Economic Development: G. BatzHup. The Money and Credit System of Iraq: O. Ku.ixov. 

No. 11, 1958. The Great Programme for Immense Communist Construction. Raise the Role of The 
State Bank Administration in the Struggle for Saving Outlays: N. Smirnov. Improve the 
Rendering of Accounts in Heavy Industry: M.INGERMAN. Some Theoretical Problems of Non- 
money Circulation in a Socialist Economy: A. Lemnits. The Efficiency of Bank Control: M. 
PrsseL. The Cash Fulfilment of the State Budget of the U.S.S.R.: E. VAINSHTEIN. Sources 
Sor Attracting Material Outside the Plan and Ways to Liquidate Such Movements: I. Mokiv. 
Improve the System of Rendering Accounts Within a Single Town: S. Barurin. The Role of the 
State Bank of Czechoslovakia in Agricultural Development: K. Poptaca. The Money and 
Credit System of Afghanistan: N. RyBALKO. 

No. 12, 1958. Further Improve the Work of the State Bank of the U.S.S.R.: A. KoRovUSHKIN. 
Some Problems of Cost Accounting: V.Srtin. The Economic Functions of the State Bank in the 
New Conditions: N. Barkxovsxy. Improve the Planning of Money Circulation: 1. SLAVNY. 
Effectively Use Working Capital: E. MrretMan. Money Circulation and Non-monetary Pay- 
ments—I: G. Suvarts. Successfully Solve the New Tasks: N. PozpuyaKxov. Credit and 
the Economy: A. Kusysuev. A Higher Level of Banking Operations: P. Pcnevin. The 
Money and Credit System of the German Democratic Republic: N. Tsapxin. The Calculation of 
Plan Fulfilment of Industrial Costs: S. BARNGOLTS. 
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, No. 1, 1959. Towards New Successes in the First Year of the Seven-year Plan. Some Problems 
ic: in Raising the Economic Level of Credit Operations: M. Usosxin. Money Circulation and Non- 
monetary Payments—II: G. Suvarts. Strengthen Bank Control over Supply and Purchasing 
mn: Agencies: T. CHERNYSHOVA. For Strict Observations of the Rules of Banking Operation: 
ial N. Vasnev and M. Kocan. The Role of Gosbank in the Development of the Economy of Soviet 
A. Belorussia: I. Potyaxov. An Important Measure for Accelerating Accounts: S. Ecorov. 
rol Improve the Training of Specialists for the Gosbank Administration. Money Circulation in the 
7A. Korean National Democratic Republic: Kim Ben Do. Special Features of Credit Planning for 
the Trade Purchasing and Supply Agencies: S. MEZHIBORSKAYA. 
or 
- Vestnik Statistiki (Russian text) 
ob- No. 9, 1958. Slogans for the 1959 All-Union Census of Population. The Most Important Condi- 
The tions for the Success of the Census of Population. On Estimating the Factors in Agricultural Labour 
JL Productivity: B. Bracinsky and V. MasHEeNnkov. On the Classification of Freight: I. 
‘ON Kocuetov. The Development of Population Statistics in the U.S.S.R.: A. VosTRIKOVA. 
From the History of Soviet Statistics on Capital Construction: M. Dyacuxov. Some Problems of 
tive Bourgeois Statistics of Industrial Labour Productivity: L. Rozovsky. From the Experience of 
The Mass Explanatory Work on the Population Census: E. Danttov. The Calculation of the Use of 
rent the Machines and Tractors in Collective Farms: K. Davypov. The Sixth Plenary Session of the 
an: Conference of European Statisticians: A. PETROV. 
ssly No. 10, 1958. On the Eve of the XXI Congress of the Communist Party of the Soviet Union. On 
OV. the Work of V. I. Lenin ‘‘ On the Problem of Our Factory Statistics’: T. Koztov. Experience 
end of Census Theory with Control Visits: A. Boyarsxy. On the Census of Livestock of January 1, 
1959: A. LurseNKo. Survey of the Preparations for the All-Union Population Census: D. 
for ILenKov and K. Orekuov. Industrial Statistics in the U.S.S.R. over 40 Years: D. Savinsky. 
‘tate Contemporary Views of Statistics in Socialist and Capitalist Countries: F. EGERMAIER. How 
ome to Establish Indicators of Meat Production: A. Bryansky. A New Sample Survey: 1. Mat- 
The YUKHA. 
The No. 11, 1958. New Successes of the Soviet Economy. Carry Out the All-Union Population Census 
es in an Exemplary Manner: B. Kotpaxov. Kazakhstan Prepares for the Census: T. UvAsHEvV. 
tern On Preparing for the Population Cersus in the Town of Stalino: A. Gustin and Z. GorYUSHEVA. 
dget Lessons Learnt from the Pilot Census: V.Govorova and A. Koszev. Widen the Preparations 
Sor the 1959 Population Census (Summary of Readers’ Letters). Some Problems of Price Statistics 
and Price Formation: S. Stotyarov. On Computing Regional Index Numbers: G. BAKLANOV. 
Current Problems of Rumanian Statistics: M.Lrevente. On the Work of Statisticians in Hungary: 
Gy. Zata. The Application of Mathematics to Economic Research Abroad: M. ARONOVICH. 
ency Age Problems in the Population Census A. VostTRIKOVA. 
ning No. 12, 1958. A Most Important Historical Stage on the Way to Communism. On the Eve of the 
of a All-Union Population Census. A Huge Programme for the Development of Soviet Industry: L. 
1 of Votoparsky. On the Participation of Collectives in the All-Union Census of Population: V. 
and ALEKSEEV and E. Danitov. On the Population Census in the Far North and Regions of 
ank Difficult Access: K. Orexuov. Memories of a Participant in Three Censuses of Population: 
ic in M. Mysov. An Important Task of Statistical Agencies: T. Votxov. On Computing Agri- 
OV. cultural Costs in Collective Farms: A. S1Ltn. 
The No. 1, 1959. Appeal of the Central Committee of the Communist Party of the Soviet Union and of the 
the Council of Ministers of the U.S.S.R. Historic Results and a Great New Plan. The Decisive 
Non- Stage in Fulfilling the Basic Economic Tasks of the U.S.S.R.: A. MrxHat.ov and V. SkuraTov. 
M. A Mighty Upsurge in Socialist Agriculture: B. MANYAKIN. The Uninterrupted Rise in the 
wees Welfare of the Soviet People: M. EmetmMan. The Programme for the Processing of the 1959 
KIN. All-Union Census of Population. Post-war Censuses of Population in the Popular Democracies: 
f the V. Ovstenko. Study Tour of Soviet Statisticians in Hungary: A, LEVASHEV. 
and 
Ekonomista (Polish text, English and Russian summaries) 
KIN. No. 4, 1958. Prices and Costs: J. Lrprtsxt. On the Problems of Price Relatives of Agricultural 
n the Produce: S. Scumipt. An Attempt to Estimate Peasant Contributions through Obligatory 
VNY. Deliveries during the Period of the Six-year Plan: Z. Kozzowsxt. The Breakdown of the Boom 
Pay- in the United States in 1957: A. SzEworskt. The Finances of American Corporations in the 
; and Post-war Period: W. Savzikowskt. The Development of the Austrian Economy in 1947-1957: 
The K. Dasrowski. Problems of State Capitalism in Germany: E. Napier. The Relations between 
on of Demand, Price and Income Coefficients on the Laspeyres’, Pasche and Fisher Formula and Elasticity: 
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W. PrzevasKkowski. Problems of Consumer Credit in the United States of America: B. SzTyBEr. 
The Problem of Motive Power in Socialist Industrial Enterprises: B. GuINsk1. 

No. 5, 1958. The Economic Problems of the Western Regions of Poland: K.Srcomskt. Problems 
of Establishing Price Relations Influencing the Patterns of Agricultural Production: H. Cuonay. 
Remarks on the Subject of Political Economy: J. KitEER and A. tuKaszEwicz. The Problem 
of the Efficiency of Investment: H. Fiszet. On the Application of Local Programming: W. 
Tomaszewski. On the Problems of Monetary and Fiscal Policy of the Capitalist States: J. 
Grzywicka. Business Conditions in Western Europe: Z. Doprska. Marginal Analysis, 
Total Analysis and Long-run Price Theory: B. BeckwitH. Effectiveness of Labour Input in 
Peasant Farms: E. Gorzevax. H. G. Halcrow on United States’? Agricultural Policy: A. 
LEWANDOWSKI. 


Gospodarka Planowa (Polish text) 


JANUARY-FEBRUARY 1959. The Main Problems of the New Five-year Plan: M. Kaveckxt. 
Freedom of Choice and Its Limitations: Cz. Boprowskt. Problems of Investments in the Period 
1959-1965: K. Secomsxt. Some Indices of Future Economic Development in Poland Compared 
with Those Planned in the U.S.S.R. for the Years 1959-1965: S. Harr. A Programme for 
Raising Living Standards:. Cz. Prawpzic. New Tasks for Polish Foreign Trade: W. 
Juraszynski. Some Problems of Industrial Location and Regional Development in 1959-1965: 
K. Dztewonski. Should We Revise the Proposed Electric Power Expansion Programme?: W. 
Nowak. How to Save Several Billion Zlotys on Mining: E. Ziotxowskt. Natural Gas as a 
Raw Material for the Chemical Industry: J. Poypa and M. Zayjec. The Railway Equipment 
Industry in 1959-1965: LL. Scumipr. The Proper Co-ordination of Railway and Motor 
Transport Should Bring About an Important Saving: J. Marzec and J. TEMpELtHoF. The 
Development of Agriculture in 1959-1965: S. Marxowskti. Problems of Water Supply in 
1959-1965: Z. Mixucxt. The National Income in Poland and in Some Capitalist Countries: 
B. ZretiNska. The Extension of Heavy Industry in Different Countries—a Comparative Study: 
E. Rycutewski. The Discussion in the U.S.S.R. on the Economic Efficiency of Investments: 
Cz. Grasoswki. Economic Changes in 1958 and the Plan for 1959 in Czechoslovakia: C. D. 
The Plan for the Development of the Rumanian Economy in 1959: A. B. Investments, Labour 
Productivity and the Balance of Payments: E. Draspowskt. On the Index of the Economic 


Efficiency of Investments: M. ZAKRZEWSKA-RoSNER. On the Schedules Annexed to Preliminary 
Investment Projects: J. SAWICKI. 


Politicd Ekonomie (Czech text) 


No. 10, 1958. Problems of Research into the Economic Efficiency of Investment in the Mining 
Industry: R. Borovy. Basic Problems of Research into Current Economic Trends: V. SKALA 
and J. Mixutec. Reproduction of the Social Product and National Income in the Balance of 
Czechslovak National Economy: O. Turex. Problems of Foreign Trade Profitability in Hun- 
garian Economic Periodicals: S. BALAzsy. Remarks on the Recent Soviet Discussion on the 
Measurement of Labour Productivity in Agriculture: J. VRANY. 


Planované Hospoddtstvi (Czech text) 


No. 9, 1958. Questions of Investment Efficiency: V. KoMAREK and J. K6tak. Problems of the 
Long-term Development of the Food Industry: K. Horov¥ and F. Manas. Problems Concerning 
Man-power Supplies in Slovakia: J. Mrnaurx. On Setting Norms for Material Incentives in 
Enterprises: F. Bore’. Commodity Production under Socialism: J. VEyvopA. On a Wrong 
Interpretation of the Method of Wholesale Price Formation: M. Kocman. 

No. 10, 1958. Prepare an Efficient Plan for 1959. Improve and Extend Services to the Public: 
Z. VALENTiK. Regional Planning Problems: M. Crerveny. Planning Relations Between 
Plant and Livestock Output in Individual Regions: S. FoyrixovA. Proportionality in a Socialist 
Economy: A. Precioso. Questions Relating to the Method of Wholesale Price Formation: 
J. Cfsak. Problems of Technical and Economic Training at Universities: F. Scuuwz. 

No. 11, 1958. Against an Incorrect Interpretation of the Law of Priority Growth of Producers’ 
Goods: A. PaSkov. The Situation and Prospects for Machine Tools Controlled by Programme 
Operations: Z. DrAs, U. KoriAr and J. Sveycar. The Use and Further Development of 
Tubular Materials: J. JANovsk¥ and B. Nimec. The Influence of Mechanisation on Raising 
Farm Labour Productivity: Z. Smeéex. Certain Problems Related to the Building Up of the 
Border Regions: J. MAcEK. Comments on the Specialisation of Schools of Economics: M. SoKot. 

No. 12, 1958. Pay Increased Attention to Economic Journals and Literature. Problems of Housing 
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Standards: V. Renpt. Make More Effective Use of Power in Industry: F. Homowa and O. 
Tapra. Problems Involved in the Allocation of Farm Output: J. KoRkatKa, N. NovAk and 
M. PeySa. Cost Accounting of Engineering Products and Operations in Enterprises: L. JiRAK 
and V. Vorru. The Economic Profitability of Foreign Trade: V. CERNIANSKY. The Question 
of Proportionality in a Socialist Economy: J. Spr3taK. 


Planovo Stopanstvo (Bulgarian text) 


No. 3, 1958. Directives of the VII Congress of the Bulgarian Communist Party on the Third Five- 
year Plan 1958-1962. On the Question of Developing Our Output of Machine Tools: E. 
IoRDANOV. On Integration in the Bulgarian Textile Industry: Z. ZLATANOV. The Computa- 
tion of Labour Productivity in Co-operative Farms: D. Vuapov. The Use of Lorries and 
Trailers—a Basic Reserve of Automobile Transport: K. Krustev. Results of an Analysis 
into Personal Income and Outlay in the City of Burgas during 1953-1956: G. MaTEEV. A 
National Conference of Local Planning Officials: A. Dimov. 

No. 4, 1958. A Steady Rate of Output is an Indispensable Condition for the Quantitative and 
Qualitative Realisation of the Plan: Ku. CHERNEV. Mechanisation and Automation in the 
Textile Industry: V.Vutov. A Fudicious Choice of Labour Remuneration Systems: A. DoBREV. 
For a Further Improvement in Labour Remuneration in Co-operative Farms: S. SyULEMEZOv. 
Analyses of Plan Fulfilment for Retail Turnover: Zu. NasENov. The Ec ic Development 
of Albania: A. RuseEv. 

No. 5, 1958. More Efficient Outlay of Funds for Geological Prospecting: R. TriFonov and S. 
Danovski. For the Most Strict Economy of Wood: 1. ZHELEV. Attainments and Prospects of 
the Rubber Industry: N.Ittev. On Working Capital in State Trading Enterprises: G. VAKLIEV. 
The Development of Engineering in Rumania: E. Sprrescure. Planning Profits in an Industrial 
Enterprise: L. AposroLov. Equipment Utilisation in Heavy Industry during the First Half of 
1958: A. Masutaxu. The Economic Development of the Korean People’s Democratic Republic: 
K. AnTov. 

No. 6, 1958. Some Problems of Our Planning: I. VRANCHEV. Some Methodological Problems 
on the Balance of Our Social Product: G. ZHELEV. On the Full Utilisation of the Scope for 
Producing Cheap Building Materials: V. Starry. Conditions for a Choice Between Piece and 
Time Rates in Instrument and Repair Shops: 1. GeLev. Changes in Production Structure and 
Scope for Expansion of Our Exports: A. PEPELANOv. Socialist International Lending and Its 
Role in the Development of Our Country: N. Tsarevskt. On Economic Planning in Albania: B. 
Barposuy. The Technical and Organisational Plan of an Industrial Enterprise: K. RACHEV. 
The Economic Situation in Irak: A. SToicHEv. 








Finansi i Kredit (Bulgarian text) 


No. 6, 1958. The Historic Decisions of the VII Congress of the Bulgarian Communist Party. For 
a Higher Level of Work in Establishing the Draft State Budget for 1959: G. Boxov. Analysis 
of Annual Reports and Balance Sheets of Socialist Enterprises in 1957: D. Dimitrov. Some 
Problems in Credit on Goods Turnover: K. Kuzmanov. Some Problems of Planning Production 
Costs in Industrial Enterprises: D. VAKARELSKI and M. Rusanov. Industrial Production 
Costs and Profitability in Industrial Enterprises: V. RaNKov. The Czechoslovak State Bank and 
Its Foreign Payments and Relations: A. S. 

No. 7, 1958. For the Protection of State Property. The Economic Efficiency of Loans for Minor 
Mechanisation: R. Cuusrrev. The Bulgarian Unified Budget and the Creation of Special State 
Funds: Ku. Sotrrov. Financial Planning by the Central Co-operative Union and Ways to 
Improve it: G. Samoxovutev. For a Wider Application of Planned Payments between Enter- 
prises: S. Krranov. For a Single Norm for Working Capital in Construction and Installation 
Organisations: S. KARAGANEV. Experience of Anti-cyclical Financial Policy in Capitalist 
Countries: Cu. Beyazov. A Scientific Conference on Accelerating the Velocity of Circulation of 
Working Capital: M. Petrov. 

No. 8, 1958. Fourteen Years of People’s Power. The Bases for Establishing Equilibrium between 
Resources and Outlay in the Credit Plan of the Bulgarian National Bank: G. Dimov. Some 
Problems of the Correct Financing of Collective Farms: G. Sottrrov. Comparisons between 
Capitalist and Socialist Budgets in Bulgaria: 1. NikoLov. Some Problems of Workers’ Savings: 
K. Antonov. Prices for Goods and Services Provided by Municipalities: S. Toporoy. The 
World Gold Market: A.S. A Meeting of Centrai Banks in Socialist Countries: N. G. 

No. 9, 1958. The Forty-first Anniversary of the Great October Socialist Revolution. The Growth 
of Welfare in the Second Five-year Plan and Present Tasks: 1. Pauusxt. For Improved Financial 
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Control over the Work of Draughting Organisations: I. Popov. The Financial Activity of 
Consumer Operatives in the Period of the Second Five-year Plan and Prospects for Its Development: 
I. IvANCHEV. Credits to Industrial Enterprises on Expenditure for Starting New Production Lines: 
D. Kuristov. Dwelling Construction and Saving for House Construction in Sofia: D.S. New 
Arrangements for Industrial and Building Finance in Czechoslovakia: K.SuHAN. Changes in the 
Revenue System of Bourgeois Budgets with Capitalist and Monopoly Profit: M. RusENov. 

No. 10, 1958. For the Quickest Fulfilment of the Third Five-year Plan. Budget Estimates and 
Their Significance for Budget Finance: V. Gyurov. Exploitation Outlays in Engineering and 
Scope for Their Reduction: Yu. Doncuev. Unproductive Expenditures and Their Effect on 
Industrial Production Costs: R. Kotev and I. Lampev. Insurance in the Service of Socialist 
Construction: 1. Bocorv. The Aggravation of International Financial Conflict: V. ORNATSKI. 


Tkonomicheska Misl (Bulgarian text, French and Russian summaries) 


No. 8, 1958. The XIIth Congress of the Bulgarian Communist Party and the Tasks of Economics. 
On Joint Investment Projects: S. CHoLaAKov. Correct Wage Performance for Industrial Trades: 
A. Dosrev. On the Organisation of Material and Technical Supply in Agriculture: K. 
Ezextev. The Advantages of Expanding Our Merchant Fleet: B. BAEv. The Wage System in 
Public Catering: Ku. Kuapzuintxo.ov. Productive and Non-productive Labour: V. Nix1- 
FOROV. 


Ekonomist (Serbo-Croat text, English summaries) 


No. 3, 1958. The Main Features of Post-war Industrial Location in Yugoslavia: B. Sresric. 
The National Wealth of Serbia: I. Vinsxt. Prospects for Wheat Production and Consumption in 
Yugoslavia: P. Marxovié. Foreign Economic Difficulties of Western European Countries and 
Their Nature: V.Gut3ié. On the Occasion of the 60th Birthday of Mijo Mirkovic: G. Grortié. 
Quesnay’s “* Economic Table”: R. SramMenKoviG. The Market Mechanism and the Price 
Revision Problem for Industrial Goods: M. Te&1é. The Location of Oil Refineries in Post-war 
Yugoslavia: B. Sresrié. Discussion on Regional Statistic sat th crifth Meeting of the Yugoslav 
Statistical Society: G. Pecery. Enterprise Management and Economic Technical and Social 
Trends of the Contemporary World: M. Macura. 


Ekonomiski Pregled (Serbo-Croat text, English summaries) 


No. 6, 1958. Some Aspects of the Structure of Yugoslav Foreign Trade: 1. Kart. The Condition 
and Problems of Handicraft Industry and Small-scale Production in Croatia: V. LAckovié. 

No. 7, 1958. The Road-traffic Hinterland of the Port of Rijeka: M. VARLANDY and B. VEGcaR. 
Is the Production and Consumption of Calcium Carbide in Proportion to Our Overall Industrial 
Growth: I. Petrié. Operations Research: R. Bosner. Characteristics and Problems of the 
Market for Maraska: A. Meutnéevié. Specialisation of Teaching in Technical Secondary 
Schools with Special Reference to Commercial Schools: A. ANDELIG. 


Statisztikai Szemle (Hungarian text, English and Russian summaries) 


NovemMBER 1958. The Number of Engineers in Hungary: Gy. Cuxor and J. TimAr. Com- 
munal Stock Breeding on Co-operative Farms: 1. PAtrat. The Trend of Investments in 1957—I: 
F. DEAK. The Competition of Production Volume and Productivity in the Iron and Steel Industry: 
J. Lacratvi. Results of Recent Changes in the Structure of the Output of Engineering: M. 
KAtpor. The Revaluation of Capital Assets in Light Industrial Enterprises in 1958: B. 
PoitcAr. Expenditures of the Hungarian National Social Insurance Fund (1949-1957): Gy. 
Inés. Bulgaria on the Road of Socialist Development: Gy. Haypu. 

DeceMBER 1958. Analysis of Power Utilisation Based upon the Input-Output Table: I. Papp 
and G. Réczey. Some Questions of Foreign Trade Statistics: I. PALos. Findings of the First 
National Sample Survey on Public Road Traffic: A. Fexete. The Trend of Investments in 
1957—II: F. DeAx. The Work of Machine-tractor Stations in 1957: A. Petva. Charac- 
teristics of Production Cost Analysis in Coal-mining: L. Héya. The Position of the Co-operative 
Farm Movement and the Management of Co-operative Farms: I. Haypu. Hungarian Kinder- 
gartens Are 130 Years Old: D. Kurucz. The International Significance and Trends of Cement 
Manufacture: Gy. Sesestytn. Possibilities of Exchanging Electric Energy between the 
Countries of Central and South-East Europe: T. KArmAN. Remarks on the Article “‘ Current 
Problems of Statistics on Tourism” by Kolacsek and Markos: E.Pauidés. Meeting of the Method- 
ology Committee for Industry and Construction of the Central Statistical Office. 
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Kézg :zdasdgi Szemle (Hungarian text, English and Russian summaries) 

No. 12, 1958. The Origin of Capitalist Land Rent in the Agricultural Development of Western 
Europe: Zs. Pacu. Problems of Productivity in Co-operative Farms: L. Csete. Prospects of 
Energy Production in the Three-year Plan (1958-1960): Z. VapAsz. Market Research and the 
Planned Economy: E. Kemenes. The Marxian Reproduction Scheme and the Input-Output 
Method: 1. Aczéu. Georgism: E. SzAnté and R. Hocn. Discussion of Some Dissertations 
of Candidates: Zs. E. and J. Sz. 

No. 1, 1959. Categories of Value in a Socialist Planned Economy: P. Ervés. The Significance 
of the Seven-year Plan in the Peaceful Competition of the Soviet Union and the U.S.A.: F. MOLNAR. 
Methods of Forming New Producer Prices: I. Vincze. On the System of Distributing Income in 
Co-operative Farms. Improving Living Standards in the German Democratic Republic: G. MANz. 
The Results of the Italian Agrarian Reform: Gy. ENyept. Scientific Session of the Karl Marx 
University of Economics: J. E. 

No. 2, 1959. Calculations on the Economics of Foreign Trade. The ‘* Family Farm” in Con- 
temporary Capitalist Agriculture: F. Erpet. The Improvement of the Material Situation of the 
Soviet People in the Period of the Seven-year Plan: A. BAtassa. The Yugoslav Revisionist Views 
as Displayed in the Theory of the State: R. Hocu. Main Trends in the Development of Our 
Chemical Industry: L. Bontré. Discussion on the Economic Efficiency of Investments and the 
Establishment of New Technique in the Soviet Union: I. Farkas. International Conference of the 
Economists of Socialist States on Scientific Co-operation. Discussion of Some Dissertations of 
Candidates: Zs. E. and J. Sz. 


Probleme Economice (Rumanian text, English and French summaries) 


No. 10, 1958. The Socialist System of World Economy on the Rise. A New Attempt of the 
Bourgeois and Revisionist Economists to Deny the Superiority of the Socialist System: M. DuEa. 
Current Problems of the Development of Soviet Agriculture on the Way to Communism: S. Nica and 
D. Dumirriru. Some Problems of Wage Control: I. Batt. The Role of Natural Gas in the 
Supply of Energy in Rumania: V. Borco and I. Savu. Concerning the Rate of Profit in Mono- 
polistic Capitalism: E. Dosrescu. Chinese Trade with Socialist Countries: T1 Ke Tsien. 
Competition Between the Chinese People’s Republic and Great Britain in the Field of Industry: V. 
Atpra. Living Standards in Czechoslovakia: J. ApAMEec. Data on Bulgarian Agriculture: 
N. Betur. The Recession in Capitalist Countries. 

No. 11, 1958. A Decisive Stage in Building the Material and Technical Base of Communism in the 
U.S.S.R. Democratic Centralism—the Main Principle of Socialist Economic Management: R. 
Mo.povan. Some Aspects of the Distribution of Urban Population in our Country: N. Harwuc. 
Aspects of the Improvement of Wage and Rate-setting Systems in the Coal Industry: N. SCHWARTZ. 
Railway Freight Policy: P. Lupse. Metal Saving in Engineering: V. Guioce. and L. Apa. 

No. 12, 1958. The System of Popular Democracy—Guarantee of Continuous Economic Development. 
Some Problems of Current Economic Policy: R. MoLpovan and V. Rausser. The Importance of 
Soviet Aid in Economic Relations between Socialist Countries: G. RADULEscu and I. BursrTEin. 
Development Prospects of the Chemical Industry in the U.S.S.R.:_ M. Gueorcutu and §S. Gioca. 
New Measures for Improving Workers’ Incentives: S. ZEIGHER. Scope for Increasing Labour 
Productivity in the Coal Industry: E. Batt and M. Pirjot. The Subordination of the Rumanian 
Industry to Interests of German Capital During the Second World War: S. Minat. 


Ekonomia Popullore (Albanian text) 


No. 1, 1959. An Immense Programme for the Mass Construction of a Communist Society. On the 
Basic Methodological Regulations for Establishing an Economic Plan: F. Kotrov and P. Krytov. 
More Attention to Saving Material Outlays: M.Gyont. The Production of Building Materials 
on Schedule and Without Waste Is an Important Condition for Executing the Construction Plan: 
S. Gampeta. Stocks and the Rate of Their Turnover: H. Barput. The Experience of Soviet 
Banking as an Aid to Our State Bank: K. Hott. The Activity of Local Industry in Tirana in 

1958: Tu. Ligo. The Innovation Movement at the Misto' Mame Woodworking Plant: Tu. 

oo The Bulgarian Third Five-year Plan: A. ANGELOv. On Planning Stock-breeding: 
. LEPURI. 
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NEW BOOKS 


British 


D’ANDRADE (J. F.). Freedom Chooses Slavery. London: Allen & Unwin, 1959, 
Oo”. Fe. 159. 15s. 

e gist of this not very lucid essay on world ills appears to be that it is essential to “‘ return to 
the concept that work is the only way to earn a living and for a nation to gain the right to make its 
voice heard in world life.’” This concept has, in the author’s view, been lost sight of by America no 
less than by other countries, as manifested by the stress laid on inter-governmental programmes of 
assistance. ] 


Aron (R.). War and Industrial Society. Auguste Comte Memorial Trust Lecture, 
No. 3. London: Oxford University Press, 1958. 9’. Pp. 63. 7s. 6d. 


[In this wide-ranging lecture M. Aron considers the causes of past wars and their relation to 
industrial development, giving special attention to the ideas of Comte and Veblen. He does not 
share Comte’s optimism, but he suggests that if all countries can escape from the vicious circle of 
poverty and can learn to tolerate one another’s ideologies, there is at least a possibility that the 
insanity of full-scale conflict will be effectively recognised. M. Aron’s ideas are stimulating, even 
if the structure of his argument is at times a little elusive.] 


Batt (M. M.). NATO and the European Union Movement. London: Stevens 
for the London Institute of World Affairs, 1959. 9’. Pp. xi + 486. 42s. 


[This is an organisational study of the steps that have been taken towards the unification of 
Europe in the economic and political spheres and of the relation between the European movement, 
on the one hand, and the wider association embodied in NATO, on the other. The author is 
Professor of Political Science at Wellesley College.] 


Boutpinc (K. E.). Principles of Economic Policy. London: Staples Press (New 
York: Prentice Hall), 1959. 9”. Pp. viii + 440. 30s. 

[To be reviewed.] 

Brown (A. J.). Introduction to the World Economy. London: Allen & Unwin, 
1939. 9”. Pp. 212. Ss. 

[To be reviewed.] 

ConputrrE (J. B.). The Welfare State in New Zealand. London: Allen & Unwin, 
1959. 9”. Pp. 396. 35s. 

[To be reviewed.] 

Dore (R. P.). Land Reform in Japan. London: Oxford University Press for the 
Royal Institute of International Affairs, 1959. 9”. Pp. xvii +510. 55s. 

[To be reviewed.] 

The Economics of “‘ Under-developed ” Areas. An annotated reading list of books, 
articles and official publications compiled by A. HazLEwoop. Second enlarged edition. 
London: Oxford University Press for the Institute of Commonwealth Studies, 1959. 84”. 
Pp. xii + 156. 8s. 6d. 

[The first edition of this useful annotated list of books and articles was published in 1954. The 
new edition contains a supplement with some 400 further items that have appeared since then.] 

Evry (H. C.). Business Budgets and Accounts. London: Hutchinson, 1959. 8}”. 
Pp. 174. 18s. 

[To be reviewed.] 

Frrton (R. S.) and Wapswortu (A. P.). The Strutts and the Arkwrights, 1758-1830. 
A study of the early factory system. Manchester: Manchester University Press, 1959. 
9”, Pp. xii + 361. 35s. 

[To be reviewed. ] 

GuILLeBAup (C. W.). An Economic Survey of the Sisal Industry of Tanganyika. 
Welwyn: Nisbet and The Tanganyika Sisal Growers Association, 1959. 9’. Pp. xii 
+119, 15s. 


[To be reviewed.] 
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Hance (W. A.). African Economic Development. London: Oxford University 
Press for the Council on Foreign Relations. 8}’. Pp. viii + 307. 30s. 


[To be reviewed.] 


Hanson (A. H.). Public Enterprise and Economic Development. London: Rout- 
ledge & Kegan Paul, 1959. 9”. Pp. xiv + 485. 42s. 


[To be reviewed.] 


HENDERSON (W. O.). The State and the Industrial Revolution in Prussia, 1740-1870. 
Liverpool: Liverpool University Press, 1958. 9”. Pp. xxiii + 232. 37s. 6d. 


[To be reviewed.] 


HorrMann (W. G.). The Growth of Industrial Economies. Translated from the 
German by W. O. HENDERsoN and W. H. CHALONER. Manchester: Manchester Uni- 
versity Press, 1959. 9”. Pp. xiii + 183. 25s. 


[To be reviewed.]} 


Housing. A Co-operative approach. London: Co-operative Union (54 Victoria 
Street, S.W.1), 1959. 94”. Pp. 29. Is. 


[The most original feature of this general survey of Britain’s housing problem is the suggestions 
made as to the possible application of the co-operative principle in housing. An appendix de- 
scribes the experience of other countries in this.] 


Jones (J. O.). Agricultural Economics in Yugoslavia. The report of a short study 
tour. Oxford: University of Oxford Institute of Agrarian Affairs, 1958. 84”. Pp. 24. 
3s. 6d. 


[This account of impressions gathered during a month’s travel in Yugoslavia is concerned partly 
with the general state of agriculture there and partly with the work being done in Yugoslavian 
universities on agricultural economics.] 


JUCKER-FLEETWooD (E. E.). Economic Theory and Policy in Finland, 1914-1925. 
Basle Centre for Economic and Financial Research, Series B, No. 1. Oxford: Basil 
Blackwell, 1958. 9’. Pp. 109. 15s. 


[This contains two separate studies. The first is concerned with the question why Finland 
managed to avoid the economic crisis that was experienced by most countries in 1921. The 
analysis is conducted in terms of the four variables in the equation of exchange, M, V, P and T. 
Among the main reasons that emerge are the abundant supply of money, which was partly a legacy 
of the preceding inflation and partly the result of current monetary policy, and the absence of any 
wide disparity between the movements of wages and prices such as occurred in most other countries. 
For these and other reasons, the pattern of events in Finland after the First World War resembled 
developments in the world as a whole after the Second World War more than it resembled develop- 
ments in other countries at the time. Mrs. Jucker-Fleetwood’s second study is of the policy pursued 
in Finland between 1922 and 1925. This policy was a carefully planned and prepared return to 
the gold standard at a new parity. It was in general a success, though the author expresses some 
reservations about the acquiescence in the depreciation of the currency’s value that was implied by 
the particular new parity chosen.] 


Kiyucuevsky (V.). Peter the Great. Translated by Liliana Archibald. London: 
Macmillan, 1959. 9”. Pp. xii + 282. 36s. 


[This is a new translation of the fourth volume in Klyuchevsky’s famous History of Russia, 
which first appeared in 1910. The translator has added some explanatory notes and references to 
more recent books and articles in English and French.] 


Know Your Ministry. A description of government departments whose operations 
affect the conduct of business, revised and reprinted from The Midland Bank Review. 
London: Europa Publications, 1959. 9”. Pp. 248. 25s. 

[These articles were prepared in the Midland Bank’s Intelligence Department, under the 


direction of Mr. W. F. Crick. They describe the structure and responsibilities of government 


departments which have dealings with industry, and they are designed primarily for the use of 
business-men.] 


Kurmara (K. K.), The Keynesian Theory of Economic Development. London: 
Allen & Unwin, 1959. 9”. Pp. 219. 2ls. 


[Reviewed in this issue.] 
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MarsHaLt (J. D.). Furness and the Industrial Revolution. An economic history of 
Furness (1711-1900) and the town of Barrow (1757-1897) with an epilogue. Barrow-in- 
Furness: Barrow-in-Furness Library and Museum Committee, 1958. 84”. Pp. xxii 
-+ 438. 23s. 


[To be reviewed.] 


Maxcy (G.) and Siperston (A.). The Motor Industry. Cambridge Studies in 
Industry. London: Allen & Unwin, 1959. 84”. Pp. 245. 25s. 


[To be reviewed. ] 


Von Miszs (L.). Theory and History. London: Jonathan Cape, 1958. 9’. Pp. ix 
+ 384. 30s. 
[To be reviewed.]} 


Morris (J. H.) and Witurams (L. J.). The South Wales Coal Industry 1841-1875. 
Cardiff: University of Wales Press, 1958. 9”. Pp. xii + 289. 25s. 


[To be reviewed.] 


NATIONAL INsTITUTE OF ECONOMIC AND SoctiAt ResgarcH. 16th Annual Report 1958, 
London: National Institute of Economic and Social Research (2 Dean Trench Street, 
Smith Square, S.W.1), 1959. 10’. Pp. 34. 

[This informative report describes the progress of the Institute’s current research projects. 
Particulars are also given of a new inquiry into investment behaviour to be carried out by Mr. T. 
Barna and Mr. L. Needleman.] 


PitkincToN (Sir H.). Facing the Future in Industry. The fifth Fawley Foundation 
Lecture. Southampton: University of Southampton, 1958. 84”. Pp. 26. 2s. 6d. 

[This is a discursive survey of some of the economic, technical, administrative and social 
problems that are likely to face industry in the future. In an attempt to cover so large a field, the 
treatment of some subjects is more or less bound to remain at the level of the commonplace, but 
Sir Harry makes many points that are interesting and relatively unfamiliar. ]} 


Rosertson (A. H.). European Institutions. Co-operation, integration, unification. 
London: Stevens for the London Institute of World Affairs, 1959. 10”. Pp. xix + 372. 
42s. 

[This contains a description of the structure and functions of seven major European institutions: 
OEEC, the Council of Europe, NATO, Western European Union, ECSC, the Economic Community 
and Euratom. Briefer treatment is also given to Benelux and a number of minor organisations. 
The author describes his book as “‘ an essay in that branch of international law which is coming to 
be known as ‘ the law of international institutions.’ ”’] 


Savace (C. I.). An Economic History of Transport. London: Hutchinson, 1959. 
9”. Pp. 216. 16s. 
[To be reviewed.] 


SrcsworTH (E. M.). Black Dyke Mills. A history, with introductory chapters on the 
development of the worsted industry in the nineteenth century. Liverpool: Liverpool 
University Press, 1958. 93”. Pp. xvii + 385. 35s. 


[To be reviewed. ] 


SzczEPaANnik (E.). The Economic Growth of Hong Kong. London: Oxford Uni- 
versity Press for the Royal Institute of International Affairs, 1958. 9”. Pp. xiv + 186. 
25s. 


[To be reviewed.] 


Watson (W.). Tribal Cohesion in a Money Economy. A study of the Mambwe 
people of Northern Rhodesia. Manchester: Manchester University Press for the Rhodes- 
Livingstone Institute, Northern Rhodesia, 1958. 9’. Pp. xxiii + 246. 30s. 


[This ge field-study is mainly concerned with the effect on the economic and social 
organisation of the Mambwe people of Northern Rhodesia of the temporary absence of the younger 
men as wage-labourers in the mines and elsewhere. Dr. Watson’s Sodinas differ somewhat from 
those of writers who have studied the effects of labour migration on other tribes in that he does not 
find that tribal life has been disrupted by it. On the contrary, it has benefited in a number of ways. 
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The contrast is explained with reference to differing patterns of agriculture and also differences in 
kinship systems. The attachment of the Mambwe to their land and their tribalism is very strong, 
and no move towards permanent urbanisation is apparent. In addition to discussion of the effects 
of wage-labour, Dr. Watson’s study also contains a comprehensive general survey of the Mambwe 
village and of the usual topics of interest to anthropologists. ] 


Wuetuam (E. H.) and Curr (J. I.). A Record of Agricultural Policy 1956-1958. 
Occasional Paper No. 5 of the Farm Economics Branch of the Cambridge University 
School of Agriculture. Cambridge: Farm Economics Branch, School of Agriculture, 
1958. 93”. Pp. 44. 4s. 


[This useful publication continues for a further two years the record of British agricultural policy 
contained in the earlier papers in the series. Legislation and price policy are described against a 
background of information on recent trends in agricultural incomes. Taking 1946-48 as base, 
agricultural incomes are shown to have risen more rapidly than national income up till 1953/54, 
after which the reverse was the case. The relative position of farmers was, however, improved in 
1957/58, and the overall average conceals important differences between types of farm.] 


Witurams (GERTRUDE). Training for Skill. Fabian Research Series, No. 205. 
London: The Fabian Society (11 Dartmouth Street, S.W.1), 1959. 83”. Pp. 28. 2s. 


[This pamphlet is largely based on Lady Williams’ recent book, Recruitment to Skilled Trades. In 
it she considers the reasons for the present shortage of skilled labour. The apprenticeship system is 
in her view unsatisfactory in many respects. It is expensive and unattractive to employers, it does 
not ensure a good training, and it is unduly rigid in its age requirements. Lady Williams suggests 
that radical rethinking of the whole question is needed, and she concludes by enumerating various 
possible types of scheme which have been tried here and abroad and appear worth experimenting 
with further.] 


Worttey (B. A.). Expropriation in Public International Law. Cambridge Studies 
in International and Comparative Law. London: Cambridge University Press, 1959. 
9”. Pp. xviii + 169. 30s. 

[The subject of this monograph is one to which Professor Wortley has devoted many years’ 
study. Both confiscation and nationalisation with compensation are treated, since the author 
maintains that the distinction between them is essentially one of degree.] 


Youncson (A. J.). Possibilities of Economic Progress. London: Cambridge Uni- 
versity Press, 1959. 9”. Pp. x + 325. 32s. 6d. 


[Reviewed in this issue.] 


Australian 


Payment by Results. Addresses to the Third Labour-Management Conference at the 
University of Western Australia, October 1957, edited by D. W. Oxnam. Nedlands: 
Western Australia University Press, 1958. 9”. Pp.v +115. 5s. 


[The first group of addresses in this symposium deals with the situation regarding payment by 
results in Australia to-day, the second with the problems raised by payment by results. Most of 
the contributions are by employees and trade-union leaders. One paper is contributed by an econo- 
mist and one by a psychologist. ] 


Canadian 


MacPuerson (R. B.). Tariffs, Markets and Economic Progress. A re-appraisal of 
trade policies in the light of Canada’s productive capabilities and long-term opportunities. 
Toronto: Copp Clark, 1959. 9”. Pp. xi+ 91. $3.50 Canadian. 


[This is a fairly sophisticated statement of the case for protectionism, as applied to Canada. 
The author is an economist employed in business who has gradually over a period of years moved 
away from the orthodox free-trade position he originally held. Among the defects of classical 
international-trade theory which in his view make it misleading as a guide to practical policies are 
its neglect of increasing returns, its unduly static character, its over-emphasis on the significance 
of differences in climate and factor endowments between countries and its failure to appreciate that 
the category of “inferior goods” may with increases in product complexity become something 
more than an unimportant exception.] 





426 [JUNE 





THE ECONOMIC JOURNAL 


Viner (J.). Canada and its Giant Neighbour. Ottawa: Carleton University, 
1958. 8”. Pp. 60. 


[These lectures are the first to be delivered on a new foundation. In them Professor Viner 
surveys the cultural, political and economic relations between Canada and the United States. He 
treats his subject with the light touch appropriate to a public lecture, but with much underlying 
seriousness. He discusses first the often-expressed fear that the distinctive features of the Canadian 
way of life and Canadian culture will be submerged beneath the tide of American influence. He 
does not altogether share this fear. He suggests, however, that any danger there may be of cultural 
contamination can best be met by strengthening Canadian educational institutions and avoiding 
the faults unfortunately present in American education to-day. On the economic side, Professor 
Viner sympathises with many of the complaints made by Canadians about American commercial 
policy. He does so, however, from the stand-point of a free trader, and he does not share the 
attitude of those who condemn American illiberality while advocating a policy of protection for 
Canada herself. Finally, he suggests that the present inflow of American capital into Canada is a 
desirable and indeed essential feature of the present stage of Canada’s economic development, but 
may not necessarily continue to be so in the future, as Canadian incomes rise and growth in Canada 
assumes a less capital-intensive form.] 


American 


Avramovic (D.) assisted by R. Gutuatr. Debt Servicing Capacity and Postwar 
Growth in International Indebtedness. Baltimore, Maryland: The Johns Hopkins Press, 
1958 (London: Oxford University Press, 1959). 9”. Pp. xvi + 228. 40s. 


[This contains a statistical anaysis of the growth of international indebtedness and debt service 
payments since the War, together with data on the growth of income, savings and exports in the 
borrowing countries, studied from the point of view of the capacity of these countries to service their 
debts and the benefits they have gained from incurring them. ‘The authors are on the Economic 
Staff of the World Bank, and the book is published under the Bank’s auspices. ] 


Bancrort (GERTRUDE). The American Labor Force: Its Growth and Changing 
Composition. In the Census Monograph Series. New York: John Wiley for the Social 
Science Research Council and the Bureau of the Census of the U.S. Department of Com- 
merce (London: Chapman & Hall), 1959. 94”. Pp. xiv + 256. 60s. 


[This latest publication in the Census Monograph Series contains, like its predecessors, a very 
large assembly of well-digested data, accompanied by discussion. Topics treated include trends in 
the labour force since 1890, changing patterns of labour force participation 1940-50, trends in the 
part-time labour force, family employment patterns and projections of the labour force to 1975. 
The long-run increase in employment of married women is one of the dominant themes.] 


Barciay (G. W.). Techniques of Population Analysis. New York: John Wiley 
(London: Chapman & Hall), 1958. 93”. Pp. xiii+ 311. 38s. 


[This useful text-book is designed for students interested in demographic data from the social 
and economic point of view, rather than for actuaries. It therefore deals not only with formal 
techniques, but also with the problems involved in using imperfect data of the type normally 
available (especially in backward countries) in order to cast light on the sort of questions that 
economists and sociologists are concerned with.] 


BrpweE (P. W.). Raw Materials. A study of American policy. New York: Harper 
for the Council on Foreign Relations, 1958 (London: Oxford University Press, 1959). 
83”. Pp. xvi + 403. 48s. 


[In successive chapters the author surveys the policies adopted by the United States with respect 
to each of the major raw materials which are imported in substantial quantities: lead and zinc, 
copper, nickel, raw materials for the iron and steel industry, wool, rubber and oil. In his con- 
cluding chapter he argues the need for a properly thought-out raw-material policy which will be 
consistent with other branches of American economic and diplomatic policy, instead of the series 
of ad hoc expedients which have been chiefly used to date.] 


Biauc (M.). Ricardian Economics. A historical study. New Haven, Connecticut: 
a University Press (London: Oxford University Press), 1958. 9}. Pp. x + 269. 
s. 


[To be reviewed.] 
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1959] 


Derneurc (T. F.), Rosetr (R. N.) and Watts (H. W.). Studies in Household 
Economic Behavior. New Haven, Connecticut: Yale University Press, 1958 (London: 
Oxford University Press, 1959). 94”. Pp. 144. 30s. 

[This consists of three separate econometric studies. They are Consumer Response to Innova- 
tion in Television, by Thomas F, Dernburg; Working Wives: An Econometric Study, by Richard 
N. Rosett; and Long-run Income Expectations and Consumer Saving, by Harold W. Watts.] 


Down (D. F.) (Ed.). Thorstein Veblen: A Critical Reappraisal. Lectures and 
essays commemorating the hundredth anniversary of Veblen’s birth. Ithaca, New York: 
Cornell University Press, 1958 (London: Oxford University Press, 1959). 9”. Pp. 
xii + 328. 40s. 

[This contains seventeen papers on different aspects of Veblen’s work, originally delivered at 
Cornell University and at the 1957 meeting of the American Economic Association. ] 


FinNEY (KATHERINE). Interbank Deposits. The purpose and effects of domestic 
balances, 1934-54. New York: Columbia University Press, 1958 (London: Oxford Uni- 
versity Press, 1959). 9’. Pp. xiv + 129. 

[The holding by banks of deposits with other banks is a major factor of the system of corre- 
spondent banking, and correspondent banking is a necessary concomitant of the unitary banking 
system typical of the United States. The first three chapters of this monograph are devoted to an 
analysis of the purposes, uses, volume, distribution and movements of inter-bank deposits in the 
United States between 1934 and 1954. The existence of inter-bank deposits, which are regarded 
by their holders as a form of reserve, raises some difficult and interesting questions about legal re- 
serve requirements. The present system by which legal minimum reserve ratios differ between 
different classes of city was designed to meet these difficulties, by requiring higher reserves in centres 
where correspondent banks are situated. But this system has some serious drawbacks, and in 
the author’s view stands in need of reform. She believes, however, that special reserve ratios against 
inter-bank balances are needed in some form or other.] 


Harrop (R. F.). The Pound Sterling, 1951-1958. Essays in International Finance, 
No. 30. Princeton, New Jersey: International Finance Section, Princeton University, 
1958. 9”. Pp. 49. 


[To be reviewed.] 
HENDERSON (J. M.) and Quanpr (R. E.). Micro-economic Theory. A mathe- 


matical approach. Economic Handbook Series. New York and London: McGraw-Hill, 
1958. 9”. Pp. xii + 291. 58s. 


[To be reviewed.] 
Hiccins (B.). Indonesia’s Economic Stabilization and Development. New York: 


Institute of Pacific Relations (333 Sixth Avenue, New York 14), 1957 (London: Allen & 
Unwin, 1959). 8”. Pp. xxii+ 179. $4.00. 


[To be reviewed.] 

Hirscuman (A. O.). The Strategy of Economic Development. Yale Studies in 
Economics, No. 10. New Haven, Connecticut: Yale University Press, 1958. 94”. 
Pp. xiii + 217. $4.50. 

[To be reviewed.] 


Hosss (S. H.). North Carolina. An economic and social profile. Chapel Hill, 
North Carolina: University of North Carolina Press (London: Oxford University Press), 
1958. 93”. Pp. xvii + 380. 48s. 


[This is a comprehensive factual survey of the resources, industry, commerce and government of 
the State. It is a sequel to a survey of the same nature published by the author in 1930.] 


Ho.utster (W. W.). China’s Gross National Product and Social Accounts 1950-1957. 
Glencoe, Illinois: The Free Press for the Center for International Studies, Massachusetts 
Institute of Technology, 1959. 84”. Pp.xxv + 161. $4.00. 


[To be reviewed.] 
Imiaun (A. H.). Economic Elements in the Pax Britannica. Studies in British foreign 


trade in the nineteenth century. Cambridge, Mass.: Harvard University Press, 1958 
(London: Oxford University Press, 1959). 93”. Pp. xiv + 224. 48s. 


[To be reviewed.] 
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Kiet (L. H.). Federal Budget and Fiscal Policy, 1789-1958. Washington, D.C.: 
The Brookings Institution, 1959. 9”. Pp. x + 337. $5.00. 

[After a briefer introductory treatment on fiscal policy and practice in the United States before 
1929, the author devotes the greater part of his book to discussion of the controversies that have 
taken place during and since the great depression about the proper role of government finance and 
the desirability of a balanced budget. The author admits that the balanced-budget doctrine still 
has some influence (comparison may be made with Professor Harris’ article ‘‘ The 1957 Investiga- 
tion of the Financial Condition of the United States ”’ in the March 1958 issue of this JouRNAL); 
but he suggests that no one in a position of authority still holds it as an article of faith in the way 
that it was held in 1931-33.] 


Lesteur (F. G.) (Ed.). The Scanlon Plan. A frontier in labor-management coopera- 
tion. New York: The Technology Press of the Massachusetts Institute of Technology and 
John Wiley, 1958 (London: Chapman & Hall, 1959). 94”. Pp.ix+ 173. 36s. 


The Scanlon Plan is a form of labour-management co-operation associated with a particular 
kind of bonus system. The prime objective of the Plan is to provide an incentive to efficient team- 
work, instead of individual incentives, which frequently lead to bad results by creating friction and 
by encouraging the worker to maximise his own earnings in ways that have unfavourable reper- 
cussions elsewhere in the plant. To this end bonuses under the Plan are related to overall measures 
of the firm’s performance, such as the ratio of labour cost to sales value (profits are not favoured as a 
yardstick, since they depend so largely on factors outside labour’s control). In certain plants where 
it has been adopted, the Plan has been found to have spectacular effects on morale and efficiency. 
The objection that general adoption of the Plan would over a long period lead to wide and arbitrary 
divergences between earnings in industries with differing scope for productivity increase is partly but 
not entirely met by the provision that norms are recalculated when new capital is installed. This 
volume consists of a series of papers by different writers on the Plan and its aims and achievements 
in practice. These are preceded by two papers on Scanlon himself, who, after a varied career as 
cost accountant, steelworker, professional boxer and union leader, worked on the staff of the 
Industrial Relations Section at M.I.T. from 1946 till his death in 1956.] 


Merer (R.L.). Science and Economic Development: New Patterns for Living. New 
York: Technology Press of the Massachusetts Institute of Technology and John Wiley 
(London: Chapman & Hall), 1956. 9”. Pp. ix + 266. 48s. 

[This is a thoughtful and comprehensive study from the scientist’s point of view of long-term 
problems of human needs and resources. The author surveys the present state of knowledge about 
man’s physical needs and the prospects of satisfying these needs for a world population growing at 
the rate which now seems likely. Attention is given not only to food and fuel requirements but also 
to questions of space utilisation and urbanisation and to social implications. Very broadly the 
author’s conclusion is that as far as physical possibility is concerned there is no reason why applica- 
tion of present scientific knowledge and research along roughly foreseeable lines should not enable 
the world to support a very large population for a long time. For this to be achieved, however, 
considerable changes in consumption habits and attitudes will be needed, and also some changes in 
the emphasis of applied scientific research.] 


Mitts (L. A.). Malaya: A Political and Economic Appraisal. Minneapolis, Minne- 
sota: Minnesota University Press (London: Oxford University Press), 1958. 93”. Pp. xi 
+ 234. 30s. 


[To be reviewed.] 


Scuotr (F. H.). The Evolution of Latin American Exchange-rate Policies since 
World War II. Essays in International Finance No. 32. Princeton, New Jersey: Inter- 
national Finance Section, Princeton University, 1959. 9”. Pp. 28. 

[The author describes and analyses, with much interesting technical detail, the way in which 
Latin American countries have tended in recent years to move towards systems under which 
exchange rates are permitted to fluctuate for part or all of their international transactions. This 
tendency has been accompanied by some simplification of multiple exchange-rate practices, though 
multiple exchange rates in one form or another, of course, remain widely prevalent in the region. 
Mr. Schott suggests that the comparatively tolerant attitude displayed by the IMF towards some 
of the fluctuating-rate systems adopted in Latin America may conceivably presage introduction 
of similar systems in other under-developed countries, which, like the countries of Latin America, 
suffer from inflation and from unstable export markets.] 


SHERwin (S. F.). Monetary Policy in Continental Western Europe, 1944-1952. 
Wisconsin Commerce Studies, Vol. II, No.2. Madison, Wisconsin: School of Commerce, 
University of Wisconsin, 1956. 9”. Pp. 311. $1.15. 

[This is a study of the post-war monetary policies of six western European countries—Belgium, 
Denmark, France, Germany, Italy and Holland. The author’s primary objective is to show the 
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causes of changes in price levels. His approach is historical. The book is divided into four 
sections covering different phases of policy: first the aftermath of the War and the conduct of 
currency reforms; second, the period of reconstruction ending in 1948; third, the period of re- 
cession which afflicted a number of these countries in 1948/49; lastly, the Korean boom and its 
collapse. In each section the aims and operations of the monetary authorities of each country are 
described separately in considerable detail, and an attempt is then made to draw the lessons of the 
period. The author recognises that many factors besides monetary policy were at work during the 
years under review, and the quantity theory, which is the theoretical framework of the book, is 
applied with an air of realism.] 


SmitrH (L.). Money, Credit, and Public Policy. Boston, Mass.: Houghton Mifflin, 
1959. 94”. Pp. x + 757. $6.75. 


[This is an introductory text-book on money and banking designed for use in American uni- 
versities. It maintains the traditional approach to the subject as a topic of its own, but an attempt 
is made to link it with other branches of economic theory at the appropriate points throughout.] 


Tanc (A. M.). Economic Development in the Southern Piedmont, 1860-1950. Its 
impact on agriculture. Chapel Hill, North Carolina: University of North Carolina Press 
(London: Oxford University Press), 1958. 9”. Pp. xv + 256. 48s. 


[This is a contribution to the study of the agricultural problems of the American South. The 
author’s method is to compare the state of affairs in different counties in the region studied, in order 
to cast light on the causes of agricultural poverty. In 1900 the different counties in the region 
were all much on a par, but since then substantial divergences have appeared. The dominant 
factor is found to be the development of local non-farm employment. In counties where industry 
has developed, labour has been drawn off the land, and the incomes and productivity of those 
remaining have benefited. In the other counties the overall outward migration of labour has been 
greater, but this has not been sufficient to offset the lack of non-farm employment within the 
county. Much interesting detail is given on the effects of these developments on capital formation, 
production patterns, etc., in agriculture. One of the conclusions drawn is that in a backward 
region the optimum utilisation of labour in agriculture appears to be fostered by wide geographical 
dispersion of industry.] 


Warner (A. W.) and Fucus (V. R.). Concepts and Cases in Economic Analysis. 
New York: Harcourt, Brace, 1958. 84’. Pp. 288. $2.75. 


[This lively collection of material is designed primarily as an adjunct to the usual type of 
elementary text-book. Each chapter starts with a brief digest of the relevant portion of theory, and 
this is followed by “‘ cases” and questions on them. The cases consist mainly of brief quotations 
concerned with specific problems to which the theoretical concepts can be applied. The bulk of 
the material is in the field of microeconomics, and the book’s main usefulness is as a collection of 
exercises on supply and demand, requiring intelligence and a sense of relevance rather than ad- 
vanced theoretical techniques. ] 


WszeELAkI (J.). Communist Economic Strategy: The Role of East-Central Europe. 
The economics of competitive coexistence. Washington, D.C.: National Planning 
Association, 1959. 9”. $3.00. 


[This is an informative and objective study of the role of the Soviet satellite countries in inter- 
national trade. The author shows how complementarity has gradually developed between the 
economies of these countries and of the Soviet Union itself, so that each stands in need of the other 
for trading purposes. The author argues that any dissolution of the Communist bloc in Eastern 
Europe is likely on this account to be strongly resisted for economic reasons, quite apart from 
political considerations. Mr. Wszelaki also analyses the part played by the satellite countries, 
especially Czechoslovakia, in the recent Communist trade drive directed towards the uncommitted 
countries. } 


German 


Hirscu (H.). Mengenplanung und Preisplanung.in der Sowjetunion. Basel: 
Kyklosverlag; Tubingen: J. C. B. Mohr, 1957. 93”. Pp.x + 195. DM. 21.50. 


_ [The Russian Communist technique of planning output and determining prices is discussed 
in a theoretical and scholarly fashion. There is a great deal of interpretation and discussion of 
the Communist methods in connection with their avowed ends and functions, which constantly 
interrupts the description of actual practices; as a result, the book is a treatise on centralisation 
and decentralisation, the organisation of the market process and the like, rather than an intro- 
duction to the structure of the Russian economic system.] 
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Knapp (F. G.) and Benprxen (F.). Zur staatlichen Theorie des Geldes. Basle: 
Kyklosverlag; Tiibingen: J. C. B. Mohr, 1958. 94’. Pp. vii + 268. DM. 19.80. 


[The edited correspondence between Knapp, the author of the State theory of money, and 
Bendixen, a Hamburg banker, in the years from 1905 to 1920.] 


Krumuorr (J.). Gemeinsame Wege der europaischen Agrarwirtschaft. Kiel: 
Institut fiir Weltwirtschaft, 1957. 9”. Pp. 133. 

[A factual and statistical survey of the post-war conditions in agriculture for the O.E.E.C. 
countries is followed by an extensive report of the conference on European agricultural problems 
of 1953. The discussion of the possibilities of the future, which completes the book, is beset by 
uncertainties concerning the Free Trade Area that have since been settled.] , 


von MANGo.tptT-RerBoLpt (H. K.). Wahrungspolitische Probleme der europaischen 
Wirtschaftsintegration. Kiel: Institut fir Weltwirtschaft, 1957. 9”. Pp. 18. DM. 
1.50. 


[A brief pamphlet on balance of payments problems of the Common Market and Free Trade 
Area.] 


Swiss 


KNnescHAUREK (F.). Die Nationale Buchhaltung. Ziirich: Polygraphischer, 1958. 
Oo". Pp.2i2, Ste. 2745. 


[The author first gives a competent introduction to national accounting and then goes on to 
demonstrate its use. This part consists of a large number of simple econometric examples, mainly 
based on United States figures; rather unexpectedly it also contains a description of a complete 
policy model, presumably because its definitions and several identities have been taken from the 
national accounting framework. The major original contribution is in the last chapter, which 
gives a set of preliminary national accounting estimates for Switzerland for the years 1951-54.] 


Lupwic (M.). Internationale Rohstoffpolitik. Ziirich: Polygraphischer, 1957. 9”. 
Pp. 127. Sfr. 18.80. 


[A largely descriptive book on commodity control: the main contents are a survey of all inter- 
national organisations that are (however remotely) concerned with the problem, and a series of 
brief descriptions of actual control schemes for various commodities.] 


WERNER (J.). Die Wirtschaftsverbande in der Marktwirtschaft. Ziirich: Poly- 
graphischer, 1957. 9’. Pp. xii + 230. Sfr. 22.80. 

[Trade associations, ranging from largely social organisations to virtual cartels, have become an 
important element of industrial structure. Dr. Werner sets out to discuss their role in the economic 
system. Apart from a historical review and a comparison of Swiss and American conditions, 
however, the major part of his book consists of extensive summaries of bargaining theories. It is 
suggested that such theories would apply (more or less by analogy) to the behaviour of trade 
associations, but there is little information about what the latter actually do.] 


Wiorcter (H.). Malthus als Kritiker der Ktassik. Winterthur: P. G. Keller, 1957. 
8”. Pp. xxiv + 200. 

[In Dr. Wiirgler’s view, the characteristic tenets of classical economics are an objective theory 
of price and Say’s law. The first was destroyed by the advent of marginal utility, and the second 
by Keynes; this book sets out to demonstrate that Malthus forestalled both. As a rehabilitation 
of Malthus as an economist it is confined to the two points at issue. Mainly for specialists, but 
easy to read, it is a lively contribution to the history of economic thought.]} 


Dutch 


HEIcHELHEM™ (F. M.). An Ancient Economic History, from the palaeolithic age to the 
migrations of the Germanic, Slavic and Arabic nations. Revised and complete English 
edition, translated by J. Stevens. Leiden: Sijthoff, 1958. 10”. Pp. xi + 542. Df. 
42.50. 


[To be reviewed.] 
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NE 
Iccers (G. G.). The Cult of Authority. The political philosophy of the Saint- 
le: |  Simonians. A chapter in the intellectual history of totalitarianism. The Hague: Mar- 
__ tinus Nijhoff, 1958. 94”. Pp. 210. Guilders 14.25. 
and [The author’s central contention in this study is that previous writers on Saint-Simon have in- 


sufficiently emphasised the rejection of democratic ideas involved by Saint-Simonian doctrines. 

The Saint-Simonians favoured equality of opportunity and economic planning for the public good, 
iel: but they contemplated rule by an aristocracy of talent and an all-powerful state not subject to the 
requirement of popular consent. The author bases his interpretation on an extensive study of 
Saint-Simonian periodical and pamphlet literature.] 


ms | LereserR (L.). Allocation in Space. Production, transport and industrial location. 
by Contributions to Economic Analysis, No. XIV. Amsterdam: North-Holland Publishing 
Company, 1958. 9”. Pp.xv +151. 34s. 


_ [To be reviewed.] 
M. Oorr (C. J.). Decreasing Costs as a Problem of Welfare Economics. Amsterdam: 
Drukkerij Holland, 1958. 94”. Pp. xii + 187. $1.50. 
ade [To be reviewed.] 
Danish 
Berke (K.) and Ussinc (N.). Studier over Danmarks nationalprodukt, 1870-1950. 
58 Copenhagen: G. E. C. Gads, 1958. 10”. Pp. 175. 
i [This book provides estimates of the national product of Denmark and its composition by 
industry of origin, of the shares of consumption and investment, and of the composition of the 
1 to balance of trade, for five-year periods from 1870 to 1952. A full account is given of the methods 
inly of calculation, and several of the underlying series are reproduced in full.] 


the FEgsTsKRIFT TIL FREDERIK ZEUTHEN. Copenhagen: Nationalokonomisk Forening, 
ich | 1958. 9”. Pp. 410. 
J t [A collection of thirty-three essays in honour of Professor Zeuthen, the majority by economists 
‘ from the Scandinavian countries, of whom Brems, Frisch, Haavelmo, Lindahl and Myrdal are 
9”. probably best known abroad. Although many papers are concerned with economic policy, the 
individual contributions are not restricted to a common theme, and a wide range of subjects is 
i covered. ] 
s of 
Israel 
oly- ALEXANDER-Katz (E.) (Ed.). Public Subsidies in Israel. A symposium of the Haifa 
| Branch of the Israel Political Sciences Association. Haifa: Israel Political Sciences 
> an Association (copies obtainable from W. P. van Stockum & Zoon, 36 Buitenhof, The Hague), 
mic ; 1958. 93”. Pp. 52. 
th F [The contributors to this symposium are mostly engaged in the public service in Israel. The 
; de subsidies discussed include subsidies to exports, to shipping, to agriculture, to consumers, in 
‘ace | electricity rate policy, etc. The full text of the papers is given in Hebrew. The English version 
contains full translations of a few and a summary of the remainder.] 
57. 
™ Japanese 
ond | Tsuru (S.). Essays on Japanese Economy. Tokyo: Kinokuniya Bookstore, 1958. 
tion 84”. Pp iv + 241 
but F ‘ 


[To be reviewed.] 


Official 
BRITISH 


Ministry oF LABouR AND NATIONAL Service. The Length of Working Life of Males 
the | in Great Britain. Studies in Official Statistics, No. 4. London: H.M. Stationery Office, 
~ 1959. 11”. Pp. 24. 3s. 6d. 
a — contains an interesting collection of material in the form of life tables on the expectation of 
working life, the proportion of the population at work, and the numbers withdrawing from the 
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labour force, due to death and retirement, at each year of age. These data are given in comparable 
form for 1931 and for 1955. Between these two dates the expectation of working life rose from 
40-6 to 45-6 years, the cause being the decline in mortality. The figures of withdrawal from the 
labour force show the expected bulge at age 65; the percentage occupied at age 65 is 87-5, while at 
age 66 it is 60-0.] 


INTERNATIONAL 


GENERAL AGREEMENT ON TARIFFS and TRADE. ‘Trends in International Trade. A 
report by a Panel of Experts. Geneva: G.A.T.T., 1958. 93”. Pp. 138. $2.00. 


[To be reviewed.] 


INTERNATIONAL Monetary Funp. Enlargement of Fund Resources through Increases 
in Quotas. A report by the Executive Directors to the Board of Governors. Washington, 
D.C.: International Monetary Fund, 1958. 11”. Pp. 28. 


[This report describes the policy adopted by the Fund in the administration of its resources and 
states the case for a 50% enlargement of quotas within the general framework of its present policy, 
Procedure for the proposed enlargement of quotas is also discussed. ]} 


INTERNATIONAL Monetary Funp. Summary Proceedings of the Thirteenth Annual 
Meeting of the Board of Governors, September 1958. Washington, D.C.: International 
Monetary Fund, 1959. 94’. Pp. ix + 189. 

[This includes the address given by Mr. P. Jacobsson in presenting the Fund’s 13th Annual 
Report. In it he describes the activities of the Fund during the past year and discusses certain 
issues concerning the proper role of the Fund in a recession period such as that recently experienced.] 


Unrrep Nations. Coffee in Latin America. Productivity problems and future 
prospects. I: Colombia and El Salvador. A report prepared under the joint programme 
of the Economic Commission for Latin America and the Food and Agriculture Organisation 
of the United Nations. New York: United Nations, 1958. 11”. Pp.xi-+ 144. 12s. 6d. 

[These two separate studies on coffee production in Colombia and El Salvador respectively are 
to be followed by a third on coffee production in Brazil. This third study will contain also a com- 
parative survey of the results of the research project as a whole. Much information is given in the 
present volume on inputs, yields, etc., in different regions of the two countries, as well as on the 
part played by coffeé in their national economies. ] 


Unitep Nations. The Development of Manufacturing Industry in Egypt, Israel and 
Turkey. New York: United Nations, 1958. 11”. Pp.xiv+ 131. Ils. 


[This provides a useful and comprehensive survey of statistical and other data on the subject. 
Attention is given not only to the place of manufacturing in the economies of the three countries, 
but also to such questions as size of establishment, returns to capital and labour, ownership, location, 
cost and efficiency.]} 


Unrrep Nations. World Economic Survey 1957. New York: United Nations, 1958. 
11”. Pp. xv + 227. 18s. 

[This is divided into two parts. The first is a general survey of the course and causes of in- 
flation during the 1950s in industrial countries, in primary producing countries and in centrally 
planned economies. This is a lucid and interesting piece of work, and may be recommended as one 
of the best general treatments of the subject now available. Part II is concerned with current 
economic developments, and its main theme is the causes of recent deflationary tendencies. ] 


Unrrep Nations. Economic Developments in Africa, 1956-57. Supplement to 
World Economic Survey, 1957. New York: United Nations, 1958. 11”. Pp. viii + 84. 
5s. 6d. 


Unitep Nations. Economic Developments in the Middle East, 1956-57. Supple- 
ment to World Economic Survey, 1957. New York: United Nations, 1958. 11”. Pp. 
xi + 163. 12s. 6d. 


[These two supplements to the World Economic Survey consist mainly of country-by-country 
surveys. Economic development in Africa during the period studied was much affected by the 
weakening in the markets for primary products. In the Middle East, on the other hand, the central 
topics are the progress of each country’s internal development programme and, in the case of some 
of the countries, the state of the oil industry.] 

















